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Proceeding

1993 Wisconsin Act 496 created Wis. Stat. § 196.196 that allows local exchange
telecommunication utilities to eect to become price-regulated. Two utilities, Wisconsin Bdll, Inc. d/b/a
Ameritech Wisconsin (Ameritech Wisconsin), and GTE North Incorporated-Wisconsin Operations
(GTE North), have so elected. Wis. Stat. 8 196.196(1)(g)1. directs that five years after a utility eects
to become price-regulated, or any time theregfter, the Commission may determine whether it isin the
public interest to sugpend one or more of the provisons of Wis. Stat. 8 196.196(1) asit appliesto a
price-regulated telecommunications utility, or to goprove an dternative regulatory method for that utility.

In compliance with Wis. Admin. Code § PSC 163.06(1), Ameritech Wisconsin and
GTE North filed reports on July 31, 1998, regarding how competition, economic development,
consumer choice, qudity of life, societd gods, and universd service have changed during the period in
which price regulation has been in effect. On August 31, 1998, each of the companies made a

presentation regarding their report to Commission staff and other interested parties.
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On November 19, 1998, the staff filed areport (Staff Report) that presented its findings on the
impact of price regulation and made recommendations for the future. Thisreport is based on andyss of
the July 31, 1998, company reports, other information filed before and during price regulation, and
responses to staff data requests in this proceeding. On December 9, 1998, other partiesin this
proceeding filed proposal's making recommendations for the future under price regulation. In large part
these proposals contained reactions to the Staff Report recommendations. On December 18, 1998, a
technical conference and a prehearing conference were held.

Hearings were held in this proceeding in Madison, Wisconsin, on February 15 and 16, 1999.
On March 9, 1999, Commission staff moved to admit an additiona document into the record. This
document was a stipulation and recommendation to the Public Utilities Commission of Ohio (PUCO)
that was prepared by the PUCO' s &ff after the hearingsin this docket had dready taken place (Ohio
Stipulation). On March 16, 1999, AT& T Communications of Wisconsn, Inc. (AT&T), objected to
admitting the Ohio Stipulation, but also moved that if it was admitted into the record, related testimony
before the PUCO be admitted aswell. On March 17, 1999, Ameritech Wisconsin objected to the
AT&T proposed admission of testimony. On March 19, 1999, the Hearing Examiner in this proceeding
admitted the Ohio Stipulation as well as the related testimony before the PUCO.

The parties for purposes of review under Wis. Stat. 88 227.47, 227.52, and 227.53, are listed

in Appendix A to this order.
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FINDINGS OF FACT
THE COMMISSION FINDS:
Background

Wis. Stat. 8 196.196(1)(g) provides for areview of price regulation five years after a
telecommunications utility eectsto become price regulated. 1n making a determination of whether itisin
the public interest to suspend one or more of the provisons of Wis. Stat. § 196.196(1) asit appliesto a
price-regulated telecommunications utility or to gpprove an dternative regulatory method for that utility,
the Commisson shall identify the god to be achieved, the suspension or method to be approved and
how the decison is expected to help achieve the identified gods, and the criteriato be used to evaduate
success of the change. In addition, in making a determination under Wis. Stat. 8 196.196(1)(g) the
Commission shdl condder if the tedlecommunications utility is adequately serving geographica areas with
diverseincome or racid populations.

The review of price regulation involves two basic questions. Firt, has price regulation worked
in Wisconan? Second, should any aspect of price regulation be changed? There are a number of
vehicles avallable for making changes. (1) suspension of one or more provisons of Wis. Stat. 8
196.196(1); (2) gpprovd of an dternative regulatory method; (3) statutory changes for consideration by
the legidature; (4) changes to rules contained in Wis. Admin. Code ch. PSC 163; and (5) changesto
provisons contained in prior Commission orders.

It is clear that the legidature wanted to give price regulaion some time to work. The language
of Wis. Stat. § 196.196 isworded very specificdly to limit Commisson discretion during the firg five

years. Itisaso clear, however, that the legidature redlized that changes may be necessary after this
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initid period. The gatutes dlow the Commisson agreat ded of discretion in deciding the issues raised

in this docket and in future reviews.

Impact of Price Regulation

The first question to be addressed in this proceeding is whether price regulation has worked in
Wisconsin. The Commission finds that athough competition may be developing more dowly than was
expected when 1993 Wisconsin Act 496 (Act 496) was passed, in many ways price regulation is
working in the manner in which it wasintended. There has been some positive impact for consumers as

aresult of price regulation, but there are a'so some areas that need improvement.

I mplementation of Commission Decision

Asdiscussed previoudy, Wis. Stat. 8§ 196.196(1)(g) provides that five years after a company
elects price regulation, the Commisson shal determine whether it isin the public interest to suspend one
or more of the provisons of Wis. Stat. § 196.196(1) asit gpplies to that company or to approve an
dternative regulatory method for that company. Additionaly, the Commission could suggest statutory
changes for consideration by the legidature; changesto rules contained in Wis. Admin. Code ch. PSC
163; and changes to provisons contained in prior Commission orders.

The Commission finds that the current price regulation system should be retained with
modifications to the rulesin Wis. Admin. Code ch. PSC 163 as discussed later in the Findings of Fact.
Suspension of one or more provisions of Wis. Stat. 8 196.196(1) or imposing an dternative regulatory

method on ether price-regulated company is unnecessary at thistime. While statutory changesin some
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areas may improve the current price regulation system, the Commission does not believe that such
changes need to be pursued by the Commission a thistime. Findly, it is gppropriate to make afew
changesto provisions contained in prior Commission orders. This gpproach should dlow the
Commission to continue the positive aspects of price regulation while correcting weaknesses that
currently exig.

Various parties have raised issues and made recommendations that would require devel opment
of an dternative regulatory method for one or both companies. Many of these and related issues are
currently being actively discussed by various states and on the federd level." The Commission bdlieves
that guidance concerning many of these issues should evolve, become clearer, and solidify during the
next year or s0. Asdiscussons develop and more information becomes avallable, many of these issues
will need to be looked at again. Asaresult, the Commission shoud revidt this order one year after it is
issued to determine whether discussion and developments on the state and federd levels make action on
any of these issues pursuant to Wis. Stat. 8 196.196(1)(g), including reconsideration of the use of an

dternative regulatory method for one or both companies, gppropriate at that time.

Price-Regulated Services
Asaresult of the Commisson’s orders in dockets 6720-T1-113 and 2180-TI-111, the services
under price regulation for both Ameritech Wisconsin and GTE North are basic local exchange service

as defined in Wis. Stat. § 196.01(1)(g), and standard business access lines and usage by small



Docket 05-TlI-174

businesses with no more than three access lines (price-regulated services). The Commission’sordersin
docket 6720-TI-113, dated December 5, 1996, and in docket 2180-Tl-111, dated July 17, 1997,
removed the basc message telecommunications service (MTS) of Ameritech Wisconsn and GTE
North, respectively, from price regulation. In this proceeding, Ameritech Wisconsin proposed thet loca
service to smdl business (three or fewer access lines) be removed from price regulation. Rather than
remove services from price regulation, Commission staff proposed bringing dl services or, in the
dternative, additiond services under price regulation. Other parties suggested that switched access
services and wholesd e services should be brought under price regulation.

The Commission finds that the current price-regulated services should be retained. The
Commisson finds that it is premature to remove smal business services from price regulation at this
time. Based on the record in this proceeding, such smal business services are not subject to effective
competition.

Regarding staff’ s proposa and the proposals of other parties to add more servicesto price
regulation, the Commission finds that such proposd's are not gppropriate at thistime. The only services
that the statutes permit to be added to price regulation are M TS, services found to be a necessary
component of universa service, and, under certain circumstances, advanced telecommunications
services essential to the public interest. (Wis. Stat. § 196.196(1)(a)2.)

MTS was removed from price regulation for both Ameritech Wisconsn and GTE North based

on findings of effective competition for that service. The Commission finds that the record in this

! For example, the issues of geographic deaveraging, obligations to provide unbundled network elements and
combinations thereof, proposed modifications of access charges, and unbundling requirements for advanced
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proceeding does not support afinding that effective competition does not in fact exist for these services.
The Commission dso finds that the record in this proceeding does not support afinding that thereis no
competition for other services that staff and other parties proposed be brought under price regulation.
Without such afinding, the Commission believes that bringing additiona services under price regulation
goes againg the legidative intent of Act 496. Findly, the Commisson finds that the proposd to bring
access services under price regulation would require a Satutory change to Wis. Stat. 8 196.196(2).
Without such gtatutory change, this Commission does not believe that it has the authority to bring access

services under price regulation.

Wis. Stat. § 196.196(1)(e)

This gatutory section adlows a price-regulated utility to petition to dter its rate structure or
increase rates for price-regulated services beyond that allowed under the price cap formula. Staff
proposed that Wis. Stat. § 196.196(1)(e) should be modified to alow the Commission authority to
adjust acompany’s price cap index, or dter therate level or structure, to reflect Sgnificant changesin
cost dlocations to an essentid service, or sgnificant decreasesin costs of such services which are
outside of the control of the telecommunications utility.

The Commission finds that while the proposed statutory change may improve the current price
regulaion system, the Commission does not believe that it should pursue such achange a thistime. The
Commission believes that such achangeto Wis. Stat. 8 196.196(1)(e) would provideit with an

additiond tool to usein implementing price regulation. However, since this proposd requires a

servicesareall currently topics of debate aswell aslegislative, court, and FCC action.
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legidative change, the Commission does not believe that staff resources should be devoted to this effort
athistime. If thereisasubgtantial cogt shift in provison of service a sometime in the future,

Commission action on such a change may be appropriate at that time.

Future Reviews of Price Regulation

Wis Stat. § 196.196(1)(g) providesthat in addition to the review of price regulation in this
proceeding, the Commission may perform areview of price regulation at any time theregfter, either upon
complaint or on the Commission's own motion. Staff proposed that future reviews of price regulation
be scheduled every five years unless the Commission recelves acomplaint or circumstances judtify an
elier review date. Other parties proposed that such reviews of price regulation be performed every
two years.

The Commission finds that reviews of the level of price regulation should be completed every
five years, if needed, until the trandtion to competition is complete. A review could still occur sooner if
acomplaint isfiled or on the Commisson’s own motion if, for example, amgor change occurs that
judtifies conddering achange in the leve of regulation for a price-regulated utility. Setting afuture time
period for subsequent reviews should adlow staff and other parties to better plan for the next review. A
5-year review period should dlow sufficient time to implement any changes recommended in this
proceeding and enough time for their impact to occur so that it can be properly evaluated. Having the
ability to modify the 5-year time period based on the filing of acomplaint or on the Commisson’sown
motion should prevent price regulation from becoming an outdated method of regulation before the next

scheduled review.
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The Commisson d<0 finds that there is little direction as to when an earlier review would be
appropriate. Therefore, staff should work with any interested parties to develop standards that could

be used to eva uate the conditions under which an earlier review would be appropriate.

Investment Commitments and Reporting

Pursuant to Wis. Stat. 8 196.196(5), within 60 days of eecting price regulation, a
telecommunications utility is required to file with the Commisson a plan outlining its commitment to
invest in telecommunications infrastructure improvements in Wisconsin over a period of not less than sx
years. In addition, Wis. Stat. 8 196.196(5)(c) requires that a price-regulated company file an annud
progress report relating to the company’ s investment in and deployment of infrastructure enhancements.
In addition to the requirements found in Wis. Stat. 8 196.196(5), both Ameritech Wisconsin and GTE
North are required to file congtruction plans on an ongoing basis. (Ameritech Wisconsin docket 6720-
TI-109, and GTE North docket 2180-TI-106.)

The Commission finds that price-regulated companies should no longer be required to file
detailed infrastructure investment commitment plans. While such information was a useful tool at the
start of price regulation, the importance of such specific infrastructure commitments has decreased. In
addition to the decrease in importance, the Commission lacks the authority to impose such commitments

on price-regulated companies.
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While infragructure investment commitments are no longer required, the Commission ill hasa
need to keep informed of future investment plans and expenditures of price-regulated companies as
competition develops and they trandition into more competitive markets. The continued filing of the 5-
year congtruction plans can fulfill thisneed. These congtruction plans, with rolling 5-year horizons,
should provide ussful information on the progress of expenditures and additions to infrastructure by the
price-regulated companies. While the companies will be required to file these 5-year construction
plans, they will not be locked into meeting ether adollar or atechnology commitment. The 5-year
condruction plans should involve information from each company on budget and technology proposals
for thefirst one or two years and estimates of expenditures for the remaining years.

The 5-year condruction plan filing: (1) should provide information for the biennid report to the
legidature on the status of investments of advanced telecommunication infrastructure; (2) may be used to
review proposed infrastructure benchmarks, if either company choosesto file for this optiona
infrastructure incentive; (3) may be used to document the deployment of high-speed data services; and
(4) may be used to provide arecord for the periodic reviews of price cap regulation.

The 5-year congruction plans provide the Commission with the information it needs, and the
lack of any specific commitments affords Ameritech Wisconsin and GTE North the flexibility to respond
to market place conditions. The Commission, therefore, finds that both Ameritech Wisconsin and GTE
North should continue to file condruction plans with ralling 5-year horizons. Significant variances from
one year' sfiling to the next should be explained in the plan filing. Staff should work with the companies
to devel op the specific format which should be used and to determine what information isto be

reported.

10
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Level and Role of Earnings

Staff maintains that earnings should continue to play arole in future regulaion of Ameritech
Wisconsin and GTE North. According to staff, high levels of earnings over an extended period of time
above that earned by other telecommunications providers of Smilar services may be an indicator of a
lack of competition.

Staff and the Citizens Utility Board also assert that a one-time rate reduction may be a method
to ded with high earnings. In the dternative, Saff proposes either a commitment to the Technology for
Educationd Achievement (TEACH) program or a specific infrastructure commitment. Other parties
a0 suggest that the Commisson congder an earnings sharing mechaniam.

The Commission finds that while earnings do not have a direct role in regulation of price-
regulated companies, they do continue to have an indirect role in the monitoring of price regulation.
Earnings continue to have arole as atool the Commisson may use to make comparisons, to eva uate,
and to monitor price-regulated companies during the trangtion to competition. In addition, earnings
have arole as an indirect measure of competition.

Regarding the proposal for one-time rate decreases or aternative methods to address high
earnings, the Commission finds that a one-time rate reduction or any other method to address high
earningsis ingppropriate at thistime. To the extent that higher earnings are attributable to increased
efficiency, the Commission concludes that price regulation has achieved its intended effect. To the
extent that higher earnings are attributable to higher prices for nonprice-regulated services, the

Commission’s options for responding to this Stuation are limited under current price regulation statutes.

11
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In addition, the Commission concludes that isinappropriate to decrease rates for price-regulated
sarvices to make up for higher earnings due to nonprice-regulated services. The Commission consders
aone-time rate decrease to be a step backwards and inconsistent with the overall objectives of price
regulaion. Findly, the Commission finds that the gppropriate vehicle for looking at the high earnings of
a price-regulated company is through the productivity offset pursuant to Wis. Stat. 8 196.196(1)(c).

The productivity offset is discussed in the next section.

Wis. Admin Code ch. PSC 163

The purpose of Wis. Admin. Code ch. PSC 163 isto effectuate and implement Wis. Stat. §
196.196(1). The rules promulgated in this chapter determine the procedures for electing price
regulation, establish the mechanics of price regulation, set reporting requirements, and create
miscellaneous provisons to make more specific the requirements of Wis. Stat. 8 196.196(1).

Staff proposed that the Commission initiate a rulemaking proceeding to revise Wis. Admin.
Code ch. PSC 163 to: (1) extend the time dlowed to cdculate the annua alowed rate increase or
required decrease; (2) modify the incentive and pendty mechanism vauesto: increase the weightings
for quality of service, decrease the weightings for infrastructure, set the maximum incentive or penaty for
Ameritech Wiscondn at the maximum set for GTE North, and diminate the pendty for inadequate
infrastructure investment; (3) redefine the factors to consder and the process for establishing
infragtructure investment components and benchmarks and make the infrastructure incentives optiond
based on the annud filing of infrastructure benchmarks by the applicable utility; (4) modify the

discretionary incentive or pendty to only be based on customer education programs; (5) darify the

12
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method for cadculating the percentage change in the gross domestic product- price index (GDPPI); and
(6) redefine and expand the qudity of service components. In addition, staff recommended that as part
of any rulemaking docket opened to make the changes recommended above, the Commission should
aso examine the current productivity factors.

Time Allowed for Annual Calculation. Pursuant to Wis. Admin. Code 8 PSC 163.04(8)(a),
the Commission shdl issue an order no later than 30 days after a utility’ s anniversary date authorizing the
amount a utility may increase its rates for price-regulated services or mandating the amount it shall
reduce such rates. If ahearing is held, the time limit may be extended by 30 days. Staff proposed that
each of these time limits be extended from 30 days to 60 days.

The Commission finds thet the 30-day deadlinein Wis. Admin. Code 8 PSC 163.04(8)(a)
should be replaced with a 60-day deadline, and that the provision to dlow an additiona 30 daysif a
hearing is held should be changed to dlow an additiona 60 days. The current 30-day time frame dlows
insufficient time for necessary Commission andys's, comments from interested parties, or Commission
deliberation.

Penalty and I ncentive M echanism Value Weightings. Wis. Admin. Code
8 PSC 163.04(2)(g) Table 1 setsforth penaty and incentive mechanism vaues. Thistable showsthe
detailed makeup of the totd maximum pendty and incentive values of 2 percent for Ameritech
Wisconsin and 1 percent for GTE North.

The Commission finds that the pendty and incentive mechanism vaues shown in Appendix B to
this order are reasonable and Wis. Admin. Code ch. PSC 163 Table 1 should be revised to reflect the

vaues shown in Appendix B. These vaues reflect the continuation of the 2 percent pendty and

13
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incentive for Ameritech Wisconsin. Such values dso reflect the increased importance of quality of
service. In addition, Appendix B reflects an optiond infrastructure investment incentive and pendty as
discussed below. In those cases where Ameritech Wisconsin and/or GTE North choose not to exercise
the optiond infrastructure investment incentive and pendyty, the pendty vaues should be transferred and
added to the pendty vauesfor qudity of service,

Infrastructure Investment. Wis. Admin. Code 88 PSC 163.04(2)(d)1 and 2 require the
Commission to establish initid infrastructure invesment pendty and incentive components and
benchmarks based on a utility's filed investment commitment plan and current technology. Wis. Admin.
Code § PSC 163.04(2)(d)7 alows the Commission to compute new company-pecific infrastructure
benchmarks on each anniversary date, based on the prior-year benchmarks and the company'sfiled
progress report.

Staff recommended changes to two code subsections to improve the infrastructure benchmark
setting process. First, modify Wis. Admin. Code 8§ PSC 163.04(1) to provide for the optiond filing of
proposed infrastructure objectives. Second, modify Wis. Admin. Code 8§ PSC 163.04(2)(d)7 to clarify
and redefine the factors the Commisson may condder in setting infrastructure benchmarks. These
changes diminate infragtructure pendties and continue infrastructure incentives, but on an optiond basis.

The Commission finds that Wis. Admin. Code 8 PSC 163.04(2)(d) should be revised to
continue infrastructure incentives and pendties, but on an optiona basis. If a price-regulated utility
wishes to be digible for an infrastructure incentive or pendty, it mugt file, on its anniversary date,
proposed infrastructure objectives to consider in establishing incentives and pendties on the next two

anniversary dates. Objectives for both retail-related and wholesde-rdated infrastructure investments

14
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should be included. The Commission will then review the reasonableness of the proposed objectives
and gpprove or modify them. Objectives should provide incentives for desired improvements for which
the utility would otherwise have few economic investment incentives. Aress to be consdered include,
but are not limited to, investments which improve or promote the following: route diversity, high-speed
data transmission, competition, wholesale services, and improvementsin switching technology. The
Commission dso finds that Wis. Admin. Code 8§ PSC 163.04(1) should be revised to provide for an
optiond filing of proposed infrastructure objectives. If acompany does not wish to be digible for an
infrastructure incentive or pendty, the pendty vaue assgned to infrastructure should be added to the
pendty vaue assigned to quality of service. Thiswill result in an increase in the total possible pendty for
inadequate qudity of service. Findly, the Commission finds that al gpplicable sections of Wis. Admin.
Code ch. PSC 163 should be revised to refer to not only annud infrastructure commitments but also to
the annud infrastructure objectives which may be filed.

Quality of Service. Wis. Admin. Code 8 PSC 163.04(2)(c)2 sets forth five quality of service
penalty components. According to Wis. Admin. Code § PSC 163.04(2)(c)10, on each anniversary
date the Commission shdl compute new industry-wide quaity of service sandards. These service
qudity standards are used in caculating any increase in the productivity offset for inadequate service
qudity on the next anniversary date of each price-regulated tddecommunications utility pursuant to Wis.
Stat. § 196.196. The Commission may aso initiate areview of the gppropriateness of the qudity of
service components pursuant to Wis. Admin. Code § PSC 163.04(2)(c)10.

In docket 05-T1-157, the Commission conducted its most recent review of quality of service

standards. In the order in that proceeding, Findings of Fact, Conclusions of Law, and Second Final

15
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Order (Second Find Order), the Commission approved dua standards for two of the components,
diminated a 10 percent adder to the nationwide median, where applicable, and used a statewide service
qudity survey in developing one of the standards.

In this proceeding, staff proposed continuing the service qudity standards approved in the
Second Fina Order and adding three new service quaity components for customer satisfaction, trunk
blockage, and answer speed for business office cdls.

The Commission finds that Wis. Admin. Code § PSC 163.04(2)(c) should be modified to
incorporate the following findings from the Second Fina Order:

1. Create adud standard utilizing Wis. Admin. Code ch. PSC 165 for Average Time Out of
Service and Initid Trouble Reports per 100 Access Lines.

2. Add aprovison that the experience of Wisconsin companiesis one of the factors upon
which new industry-wide quality of service standards should be based.

The Commission aso finds that Wis. Admin. Code § PSC 163.04(2)(c) should be modified to
include the addition of two new components, trunk blockage, and answer speed for business office
cdls. Trunk blockage is an important measure of service quaity because customers cannot use their
telephones if sufficient numbers of circuits have not been ingtdled in the network to satisfy calling
demand. Answer speeds for business office cals measures respons veness to customer requests for
ingdlation, service changes, and billing inquiries. Thisis an important eement of service qudity because
customers want to be able to receive assstance with orders or questions. Samming, cramming, and
other billing abuses have become a widespread problem, and Ameritech Wisconsin and GTE North, as

billing companies, are often the first or only point of contact for the customer.
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A number of parties suggested that quaity of service pendties should be expanded to include
wholesde service. The Commission finds that quality of service for wholesde services should be
addressed in a separate proceeding. Without establishing performance measures for wholesale service,
thereisno basis for establishing service qudity pendties for these services. Therecord in this
proceeding does not provide a basis for establishing these performance measures.

Changein GDPPI. Languagein Wis. Stat. § 196.196(1)(c) and Wis. Admin. Code § PSC
163.04(2)(a) providesfor the caculation of the change in the GDPPI. In severd dockets, there have
been differences of opinion expressed interpreting the language in these sections. Mogt of the
differences have related to the fact that the GDPPI index is frequently revised and that such revisons are
made not only to the most recent index, but also for indices for previous years.

The Commission finds that the language in Wis. Admin. Code 8 PSC 163.04(2)(a) should be
clarified to reflect the Commission’ s order in docket 6720-Tl-153. The ambiguous language in Wis.
Admin. Code 8 PSC 163.04(2)(a) should be clarified to reflect the use of the most recent quarterly
chain-weighted GDPPI and the prior year’ s corresponding quarterly index, using the same revison
series. This should ensure that a revised most recent index is compared to the revised previous index.

Commission Discretionary Factor. Currently, Wis. Admin. Code 8 PSC 163.04(2)(f) ligts
seven factors the Commisson may consder in assgning adiscretionary pendty or incentive. Steff
recommended that Wis. Admin. Code § PSC 163.04(2)(f) be changed to diminate the seven factors,
and replace them with one, the extent to which the utility has implemented customer education

programs.
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The Commisson finds that the current discretionary pendty and incentive mechanism should be
retained. While the Commission believes that customer education isimportant, the current discretionary
provison under Wis. Admin. Code 8§ PSC 163.04(2)(f) based on seven factorsis more generd and
provides the Commission with more flexibility than one based on asingle factor. However, the
Commission believesthat it is appropriate to consder customer education in addition to the other
discretionary factors.

Productivity Factor. Wis. Stat. 8 196.196(1)(c) provides for the use of a productivity offset
mechanism in determining the amount a price-regulated company may increase or shdl decreaseits
rates for price-regulated services. Pursuant to this section, the firg time the productivity offset may be
changed is after September 1, 2000. Wis. Admin. Code § PSC 163.04(2)(b) sets forth the factors the
Commission may condder in determining any statewide changes in productivity. Under thisrule, the
Commission shdl provide for a productivity study for the telecommunications industry in the Sate.

The Commission finds that in connection with the rulemaking proceeding to revise Wis. Admin.
Code ch. PSC 163, a second rulemaking proceeding should be initiated to review the productivity
offset. The Commisson directs the gaff to develop atimdine for completing the rulemaking related to
the productivity offset. In addition to developing atimeline, the Commission directs staff to develop a
plan for completing the statewide productivity study including the exigting levd of internd expertise and

what externd expertise may be needed.

18



Docket 05-TlI-174
Competition

Staff proposed that a task force be established to monitor the level of competition and make
periodic reports to the governor and the legidature. As proposed by staff, the task force would be
made up of staff, industry representatives, and representatives from citizen's groups.

Currently, staff is reviewing what is being done in Texas and New Y ork regarding carrier-to-
carrier issues affecting competition such as. OSS functiondity, number portability, and overal
performance measures, benchmarks, and reporting obligations as they relate to interconnection and
resdle. The Commisson will direct staff to submit a recommendation to the Commission no later than
August 16, 1999, on a proposed forum for monitoring the level of competition and for developing a

record on these issues affecting competition.

Accounting and Financial Reporting and Monitoring

Ameritech Wisconsin and GTE North are currently required to file rate- of-return monitoring
reports with the Commission. Staff proposed that both companies be required to continue filing
financid monitoring reports, dthough in amore streamlined format. In addition, staff proposed that
Ameritech Wisconsan and GTE North be dlowed to file an annud report with the Commissonina
format currently filed by telephone cooperatives with certain additiond schedules. A find issuein this
areaisthe basis of accounting to be used by price-regulated companies for state regulatory purposes.
Currently, Ameritech Wisconsin and GTE North maintain their accounting records and report to the

Commission on agtate regulatory (SR) basis.
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The Commission finds that Ameritech Wisconsin and GTE North should continue to filefinancd
monitoring reports. Such reports should be filed in the more streamlined format as proposed by staff in
its Staff Report (pages 66-70). 1n addition, the GTE North balance sheet schedule should be
eiminated. Also, gaff should continue to work with the companies to identify internd reports which
provide the same necessary datathat is currently filed. These financid monitoring reports provide the
Commission with the necessary information to adequately monitor a company’s performance under
price regulation.

A Commission/industry workgroup was formed and continues to address the content and
format of the 1998 and future annud reports filed by incumbent loca exchange carriers, including
Ameritech Wisconsn and GTE North. Regarding the levd of annud reporting required for Ameritech
Wisconan and GTE North, therefore, the Commission findsthat it is gppropriate to defer thisissue to
the workgroup. The workgroup, rather than this docket, is the more gppropriate forum for making
decisions about annua reporting by the price-regulated companies.

Regarding the basis of accounting and reporting to be used for state regulatory purposes, the
Commisson finds that SR accounting should continue for the time being. One or both companies may
file a specific proposa for a change which the Commission will congder at that time. Any proposal for
achange in the basis of accounting and reporting should alow for historica comparisons and address
disposition of baance differences for depreciation reserve and any other amounts between the SR and

proposed accounting and reporting basis.
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Excess Fiber

In 1993 the Commission issued aletter order (docket 05-ST-102) specifying requirements
concerning the accounting, recordkeeping, and reporting of fiber optic plant which does not have a
reasonably forecasted use (excess fiber). 1n 1995 the Commission granted Ameritech Wisconsin a
waiver of one part of that accounting requirement. However, it specified the need for continued
compliance with the other accounting, recordkeeping, and reporting requirements set forth in the 1993
order. Ameritech Wisconsin has requested that it be granted awaiver from those remaining
requirements, and condderation of the request was merged into this docket.

The Commission finds thet it is reasonable to grant Ameritech Wisconsin awaiver from the
excess fiber recordkesping and reporting requirements contained in the Commission’ s letter order in
docket 05-ST-102. The Commission believes that adequate safeguards are currently in place to
address excessfiber activity. Further, complaints regarding specific requests by competitors for fiber
would involve an andlyss of the incumbent’ s facilities rather than the dollar amounts that were tracked
under the Commission’s recordkeeping and reporting requirement. Competitors could pursue

complaints a the Commission concerning an inability to obtain excessfiber.

Depreciation

Pursuant to Wis. Stat. 8§ 196.195(12), Ameritech Wisconsin requested the suspension of Wis.
Stat. 8 196.09 pertaining to depreciation rates (docket 6720-TI-130). The Commission deferred a
hearing in that matter to this docket. GTE North petitioned for the same suspension as part of this

docket. In consdering whether to grant a petition under Wis. Stat. 8 196.195(12), the Commission
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must determine whether doing so isin the public interest by identifying four factors. (Wis. Stat. 8
196.195(12)(b)1.) MCI stated that in order for the Commission to grant a suspension under Wis. Stat.
§196.195(12), it must make a finding under Wis. Stat. § 196.195(2) that effective competition exists.
Staff and others stated that no such finding is necessary.

The Commission finds that Wis. Stat. 88 196.195(2) and (12) are independent of one another
and that no finding of effective competition is necessary before gpplying incentive regulation methods
under Wis. Stat. 8 196.195(12).

The Commission dso finds that it is not in the public interest to waive Wis. Stat. § 196.09
pursuant to Wis. Stat. 8§ 196.195(12) as requested by Ameritech Wisconsn and GTE North. Such
requests are hereby denied. The Commission believesthat Wis. Stat. 8 196.09(9)(c) provides the
Commisson with aflexible regulatory tool and a the same time provides a telecommunications utility
with the ability to propose exceptions to the Commission established generic depreciation ranges.

Wis. Stat. § 196.09(9)(a) provides that the Commission shdl create by order guidelines
establishing dasses of fixed cgpitd that telecommunications utilities use for public utility purposes, a
range of annud depreciation rates for each of those classes, and a composite range of annua
depreciation rates for dl classes of fixed cgpitd. The Commisson must review these guiddines
biennidly. Any tdecommunications utility may provide input during the process where these
depreciation rates and ranges are established. In addition, a telecommunications utility has the ability to

request an earlier review of the depreciation rates and ranges.
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In addition, Wis. Stat. § 196.09(9)(c) provides that a tdecommunications utility may implement
an annual compodite depreciation rate, for al classes of fixed capitd that is outsde the range established
under Wis. Stat. § 196.09(9)(a)1., by filing the rate with the Commission. The proposed annud
composite depreciation rate shall be effective on the date specified in the filing but not sooner than 90
days from the date of filing with the Commisson, unless the Commission determines thet the rate is not

just and reasonable or in the public interest.

Mergers

The Commission does not have prior approvd authority over consolidations or mergers
involving telecommunications utilities. Instead, pursuant to Wis. Stat. § 196.805, telecommunications
utilities are required to notify the Commission of any consolidation, merger, or acquisition not more than
10 days after the completion of the transaction. The Commission retains continuing supervisory
jurisdiction over the tdlecommunications utility, as necessary to enforce Wis. Stat. 88 196.204 and
196.219, concerning cross subsidization and consumer protection, respectively.

The Commission has opened files concerning both the SBC Communications Inc.
(SBC)/Ameritech Corporation (Ameritech) and the Bell Atlantic Corporation (Bdll Atlantic)/GTE
Corporation (GTE) mergersfor purposes of gathering information. Commission staff is currently
monitoring proceedings before the FCC and in other states regarding these mergers. In addition, the
Commission filed comments with the FCC in its proceeding involving the merger of SBC and Ameritech

after recaiving comments from interested parties in docket 138-T1-100.
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The Commission finds that it is not appropriate to take any separate action in this proceeding
regarding the two mergers. Under current law, the Commission lacks jurisdiction regarding prior
goprova of these mergers. Whileit lacks jurisdiction over the mergers themselves, the Commission
doesretain overdl jurisdiction over telecommunications utilities in Wisconan. The Commisson believes
that it can address any of the merger-related concerns raised in other jurisdictions after the merger just
asit can currently. Additiondly, many of these concerns are being addressed in open proceedings,
including thisone. The decisons that the Commission makesin this proceeding will goply to Ameritech

Wisconsin and GTE North whether or not the mergers are completed.

Pricing of Services

A number of proposas were made in this proceeding concerning the pricing of services.
Ameritech Wisconsin proposed that the Commission establish cost as afloor for price-regulated
services to remove implicit subsidies built into those rates currently. AT& T proposed that the
Commission establish atask force to analyze the impact of access pricing guiddines on the status of
loca competition. GTE North proposed that (1) price-regulated companies be permitted to deaverage
prices on ageographic basis subject to the price cap index formula, and (2) Wis. Stat. 8 196.196(2) be
clarified by indicating that the interdtate cap is a celling on the average leved of intrastate switched access
prices and not applied on an dement-by-dement basis.

Regarding Ameritech Wisconain's proposd for a cost floor, the Commission finds thet the

record in this proceeding does not justify the need for Commission action at thistime,
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Regarding the AT& T proposa for an access charge task force, while the Commission believes
access charge reform is an important issue, the Commission finds that this proceeding is not the best
vehicle to address access charge reform issues. The Commission has no authority to set access charge
levelsfor price-regulated telecommunications utilities. Accordingly, the Commission finds no basison
which to pursue AT& T’ s proposd in this proceeding.

Regarding GTE North's proposas, the Commisson finds that since no specific proposals have
been submitted, it isingppropriate to address these issues at thistime. Regarding the proposal for
geographic deaveraging, any specific proposa will need to address federal comparability standards,
examine the adequacy of universd service funding, and be supported by cost studies. Regarding the
access charge proposa, any filing of a specific proposd that includes gpplication of the interstate cap on
other than an eement-by-element basis will need to demonstrate how the proposal is congstent with the

then current gatutes.

Other

Several miscellaneous issues and the associated Commission’ s findings are discussed below.

1. Filing of plansfor improving service to geogr aphical areaswith diver seincome and
racial populations, and rural areas. The Commisson finds that the proposal to require Ameritech
Wisconsn and GTE North to file plans for improving service to geographica areas with diverse income
and racia populations has merit but is more appropriately addressed in rulemaking docket 1-AC-184

regarding customer service and telecommunications customer assstance programs (TelCAPS).
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However, the Commission directs Ameritech Wisconsin and GTE North to file such plansin a manner
consstent with rules developed in that proceeding.

2. Cugstomer impact. The Commission finds thet it isimportant to continue to monitor the
impact of price on consumer choice, services, and customer assistance programs. However, the
Commisson finds that no specific action in this proceeding is necessary.

3. Pay telephone pricing. The Wisconan Pay Tdephone Association (WPTA) origindly
proposed in this proceeding that the Commission obtain the statutory authority to gpply and enforce use
of the federa pay telephone pricing for rates charged pay telephone service providers. The WPTA then
proposed taking a“first step” toward this result by making a change specific to the price-regulated
companies. It proposed changing the price-regulation statute so thet it is consstent with the federd
pricing mechanism for rates charged to pay telephone providers. The Commisson finds that the WPTA
proposa is beyond the scope of itsjurisdiction.

4. Customer compensation for delayed or untimely installation or repair. The Citizens
Utility Board proposes that Ameritech Wisconsin and GTE North should be required to compensate
their cusomersfor delayed or untimely ingtdlation or repair. GTE North testified thet it is dready
compensating retail customers under avoluntary service performance guarantee included in its tariff
filings. Wis. Admin. Code 8 PSC 165.01(3), which addresses standards for telecommunications
sarvice, dlows the Commission to adopt lesser, greater, other or different requirements asto individud
utilities or sarvices. The Commission finds that issues such as ddlays in recalving service and missed
appointments are important customer protection issues. GTE North has dready addressed the issue of

compensation to customers when ingtalation or repair is not completed as agreed, but Ameritech has
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not. Asaresult, the Commission will direct Ameritech Wisconsin to submit a plan that establishes
parameters concerning delayed or untimely ingtdlation or repair, including missed or late arrivad for
gppointments, and appropriate compensation to customers when such events occur. This plan should

be submitted to the Commisson within 60 days of the date this order is issued.

FINDINGSOF ULTIMATE FACT

THE COMMISSION FINDS:

1. Inmany ways price regulation isworking in the manner in which it was intended, but there
are also some areas that need improvement.

2. The current price regulation system should be retained with modifications to the rulesin Wis.
Admin. Code ch. PSC 163.

3. Thisorder should be revisited one year after it isissued to determine whether discusson and
developments on the state and federd levels make action pursuant to Wis. Stat. § 196.196(1)(g),
including recongderation of the use of an dternative regulatory method for one or both price-regulated
companies, gppropriate at that time.

4. The services currently subject to price regulation should remain so subject. It is premature
to remove small business services from price regulation. The record in this proceeding does not justify
bringing basic message telecommunications services or any other services under price regulation.

5. While staff’ s proposed statutory change to Wis. Stat. § 196.196(1)(e) may improve the

current price regulation system, such a change will not be pursued by the Commission a thistime.

27



Docket 05-TlI-174

6. Reviewsof theleve of price regulation should be completed every five years, if needed, until
the trangition to competition is complete, except that reviews may occur earlier upon complaint or on the
Commisson’s own motion. Staff should work with any interested parties to develop standards that
could be used to eva uate the conditions under which an earlier review would be gppropriate.

7. Ameritech Wisconsin and GTE North should no longer be required to file detailed
infrastructure investment commitment plans. Such companies should continue to file condruction plans
with ralling 5-year horizons. Significant variances from one year’ sfiling to the next should be explained
inthe planfiling. Staff should work with the companies to develop the specific format to be used and to
determine what information is to be reported.

8. While earnings do not have arole in regulation of price-regulated companies, they do
continue to have arole in the monitoring of price regulaion and as an indirect measure of competition.

9. A one-time rate reduction or any other method to address high earnings isinappropriate a
thistime. The gppropriate vehicle for looking at the high earnings of a price-regulated company is
through the productivity offset pursuant to Wis. Stat. 8 196.196(1)(c).

10. It isreasonable to revise Wis. Admin. Code ch. PSC 163 as follows:

a The 30-day deadlinein Wis. Admin. Code § PSC 163.04(8)(a) should be

replaced with a 60-day deadline, and the provision to allow an additiond 30 daysif a

hearing is held should be changed to dlow an additiond 60 days.

b. The pendty and incentive mechanism vaues shown in Appendix B to this
order are reasonable and Wis. Admin. Code § PSC 163.04(2)(g) Table 1 should be

revised to reflect these values.
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c. Wis. Admin. Code § PSC 163.04(2)(d) should be revised to continue
infrastructure incentives and pendties on an optiond basis and Wis. Admin. Code 8
PSC 163.04(1) should be revised to provide for an optiond filing of proposed retall-
related and wholesale-related infrastructure objectives. Wis. Admin. Code ch. PSC
163 should be revised, where gpplicable, to refer to not only annud infrastructure
commitments but also to the annud infrastructure objectives which may be filed.

d. Wis. Admin. Code § PSC 163.04 (2)(c) should be modified to incorporate
the findings from the Second Fina Order in docket 05-T1-157, and to add two new
components, trunk blockage and answer speed for business office calls. Future orders
establishing industry-wide service qudity stlandards should aso incorporate the
provisions of the Second Fina Order and add the two new components.

e. Theissueof quality of service for wholesae services should be addressed in
another proceeding.

f. Thelanguage in Wis. Admin. Code § PSC 163.04(2)(a) should be clarified
to reflect the use of the most recent quarterly chain-weighted GDPPI and the prior
year’ s corresponding quarterly index, using the same revison series.

g. The current discretionary pendty and incentive mechanism should be
retained. It isappropriate to consder customer educeation in addition to the other
discretionary factors.

h. In connection with the rulemaking proceeding to revise Wis. Admin. Code

ch. PSC 163, a second rulemaking proceeding should be initiated to review the
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productivity offset. Staff is directed to develop atimedine for completing the rulemaking

related to the productivity offset and a plan for completing the statewide productivity

sudy (induding the levd of exigting internd expertise and what externd expertise may

be needed).

11. Staff isdirected to submit arecommendation to the Commission no later than August 16,
1999, on a proposed forum for monitoring the level of competition and for developing arecord on
carrier-to-carrier issues affecting competition.

12. Ameritech Wisconsin and GTE North should continue to file financid monitoring reports
but in the streamlined format proposed in the Staff Report. The GTE North balance sheet schedule
should be diminated. Staff should continue to work with the companies to find internd reports that
meset the Commisson’s information needs.

13. It isappropriate to defer the issue of the level of annua reporting required for Ameritech
Wisconsin and GTE North to the Commission/industry work group considering thisissue for dl
incumbent local exchange companies.

14. State basis accounting and reporting should be continued by Ameritech Wisconsin and
GTE North. The Commission iswilling to congder any specific proposd ether company files so long
as the proposa dlows for historical comparisons and addresses disposition of balance differences for
depreciation reserve and any other amounts between the SR and proposed accounting and reporting
bass.

15. Itisreasonable to grant Ameritech Wisconsin awaiver from the excess fiber recordkegping

and reporting requirements contained in the Commission’ s letter order in docket 05-ST-102.
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16. Wis. Stat. 88 196.195(2) and (12) are independent of one another and afinding of
effective competition under Wis. Stat. § 196.195(2) is unnecessary before applying incentive regulation
methods under Wis. Stat. § 196.195(12).

17. Itisnot in the public interest to waive Wis. Stat. § 196.09 for Ameritech Wisconsin and
GTE North. The requests for such waivers are hereby denied.

18. Itisnot appropriate to take any separate action in this proceeding regarding the mergers
between SBC and Ameritech, and Bl Atlantic and GTE.

19. Therecord in this proceeding does not justify the need for Commission action on
Ameritech Wisconsn's proposa at thistime.

20. This proceeding is not the proper vehicle for addressing the AT& T proposd for an access
charge task force.

21. Itisnot appropriate to consgder GTE North’ s proposas regarding geographic deaveraging
and access charges since no specific proposals werefiled. Any specific proposal for geographic
deaveraging should address federd comparability sandards, examine the adequacy of universa service
funding, and be supported by cost sudies. Any filing of a specific access charge proposal that includes
gpplication of the interstate cap on other than an eement-by-eement basis should provide an
explanation of its consstency with the then current Satutes.

22. Itisreasonable to consder the proposal to require Ameritech Wisconsin and GTE North
to file plans for improving service to geographica areas with diverse income and racid populationsin

rulemaking docket 1- AC-184 regarding customer service and TelCAPs rather than in this proceeding.
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Ameritech Wiscongn and GTE North should file such plansin amanner consstent with rules devel oped
in that proceeding.

23. Whileit isimportant to continue to monitor the impact of price regulation on consumer
choice, services, and customer assistance programs, no specific action in this proceeding is necessary.

24. The WPTA proposd regarding pay telephone pricing is beyond the scope of the
Commisson'sjurisdiction.

25. Issues such as ddays in receiving service and missed gppointments are important customer
protection issues. GTE North is dready compensating retail customers under a voluntary service
performance guarantee. It is reasonable to require Ameritech Wisconsin to submit a plan that
establishes parameters concerning delayed or untimely ingdlation or repair, including missed or late

arrival for appointments, and appropriate compensation to customers when such events occur.

CONCLUSION OF LAW

THE COMMISSION CONCLUDES:

1. It hasjurisdiction under Wis. Stat. §§ 196.01, 196.02(1) and (3), 196.03(6), 196.195,
196.196, 196.204, 196.219, and 227.11 and Wis. Admin. Code chs. PSC 163 and 165 to issue an
order suspending one or more provisons of Wis. Stat. ch. 196, gpproving an dternative regulatory
method for one or both price-regulated telecommunications utilities, suggesting statutory changes for
congderation by the legidature, changing the rules contained in Wis. Admin. Code ch. PSC 163,

adopting lesser, greater, other or different requirements concerning standards of tedlecommunications
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sarvice asto individud utilities or services, and changing or waiving provisons contained in prior
Commission orders.

2. Wis. Stat. 88 196.195(2) and (12) are independent of one another and a finding of effective
competition under Wis. Stat. 8 196.195(2) is not necessary before gpplying incentive regulation under

Wis. Stat. § 196.195(12).

ORDER

THE COMMISSION ORDERS:

1. Ameritech Wisconan and GTE North shdl continue to be regulated pursuant to Wis. Stat. 8
196.196 and Wis. Admin. Code ch. PSC 163.

2. Ameritech Wisconsin and GTE North shdl no longer be required to file detalled investment
commitment plans, but shal continue to file congruction plans with rolling 5-year horizons based on the
format developed by staff and the companies. Significant variances from one year’ sfiling to the next
ghdl be explained in the plan filing.

3. If Ameritech Wisconan or GTE North wish to be éigible for an infrastructure incentive or
pendty, it shdl file for Commisson review, on its anniversary date, proposed infrastructure objectivesto
consder in establishing incentives and pendties on the next two anniversary dates. Objectivesfor both
retail-related and wholesale-related infrastructure investments shal be included.

4. Ameritech Wisconsn'sand GTE North's service qudity shal be compared to the industry-

wide service quality standards for price regulated companies established in the Second Fina Order in
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docket 05-TI-157, and to the standards developed for two new components, trunk blockage and
answer speed for business office cdls.

5. Ameritech Wisconsin and GTE North shal continue to file financial monitoring reports but in
the streamlined format proposed in the Staff Report. The GTE North balance sheet schedule shdl be
eiminated.

6. Ameritech Wisconsin and GTE North shdl continue using state basis (SR) accounting and
reporting. Any specific proposd for changing this requirement that either company files sndl dlow for
higtoricd comparisons and address digposition of baance differences for depreciation reserve and any
other amounts between the SR and proposed accounting and reporting basis.

7. The excessfiber recordkeegping and reporting requirements contained in the Commission’'s
letter order in docket 05-ST-102 are hereby waived for Ameritech Wisconan.

8. Ameritech Wisconsn and GTE North shdl comply with al applicable provisons of Wis.
Stat. 8196.09.

9. Any specific proposd filed by Ameritech Wisconsin or GTE North for geographic
deaveraging shdl address federd comparability standards, examine the adequacy of universa funding,
and be supported by cost studies.

10. Any specific proposd filed by Ameritech Wisconsin or GTE North for access reform
which includes gpplication of the interstate cap on other than an e ement-by-dement bags, shdl explain

its congstency with the then current statutes.
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11. Ameritech Wiscongn and GTE North shdl file plans for improving service to geographica
areas with diverse income and racid populations in amanner consistent with rules developed in
rulemaking docket 1- AC-184 regarding customer service and TelCAPs.

12. Ameritech Wisconain shall submit a plan that establishes parameters concerning delayed or
untimely ingalaion or repair, including missed or late arriva for appointments, and gppropriate
compensation to customers when such events occur. This plan shall be submitted to the Commission
within 60 days of the date of this order.

Dated at Madison, Wisconsin,

By the Commission:

LyndalL. Dorr
Secretary to the Commission

LLD:TI.reb:g:\Order\Digest Orders\Pending\O5ti 174.doc

See attached Notice of Apped Rights
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Notice of Apped Rights

Notice is hereby given thet a person aggrieved by the foregoing decision
has the right to file a petition for judicia review as provided in Wis. Stat.
§ 227.53. The petition must be filed within 30 days after the date of
mailing of thisdecison. That date is shown on thefirst page. If thereis
no date on the first page, the date of mailing is shown immediately
above the dgnature line. The Public Service Commission of Wisconsin
must be named as respondent in the petition for judicia review.

Noticeisfurther given that, if the foregoing decison is an order
following a proceeding which is a contested case as defined in Wis.
Stat. § 227.01(3), a person aggrieved by the order has the further right
to file one petition for rehearing as provided in Wis. Stat. § 227.49.
The petition mugt be filed within 20 days of the date of mailing of this
decision.

If thisdecison is an order after rehearing, a person aggrieved who
wishes to gpped must seek judicid review rather than rehearing. A
second petition for rehearing is not an option.

Thisgenerd naticeis for the purpose of ensuring compliance with Wis.
Stat. § 227.48(2), and does not constitute a conclusion or admission
that any particular party or person is necessarily aggrieved or that any
particular decision or order isfind or judicidly reviewable.

Revised 9/28/98
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To comply with Wis. Stat. § 227.47, the following parties who appeared before the agency are

considered parties for purposes of review under Wis. Stat. § 227.53.

Public Service Commission of Wisconan
(Not a party but must be served)

610 N. Whitney Way

P.O. Box 7854

Madison, Wl 53707-7854

WISCONSIN STATE TELECOMMUNICATIONS ASSOCIATION
by
Mr. Scott Girard
6602 Normandy Lane
Madison, WI 53719

CTC COMMUNICATIONS, INC.
by
Mr. Grant B. Spellmeyer, Attorney
Axley Bryndson
2 Eagt Mifflin Street, Suite 200
Madison, Wl 53703

AT&T COMMUNICATIONS OF WISCONSIN, INC.

by
Mr. John J. Reidy, |11, Attorney
AT&T Corporate Center

227 West Monroe Street, Suite 1300
Chicago, IL 60606

WISCONSIN PAY TELEPHONE ASSOCIATION, INC.
by
Mr. Andrew J. Phillips, Attorney
Y akes, Bauer, Kindt & Phillips, S.C.
141 North Sawyer Street
P.O. Box 1338



Oshkosh, W1 54902-1338

KIESLING ASSOCIATES, LLP
by
Mr. Michad L. Theis
Partner-1n-Charge
6401 Odana Road
Madison, WI 53719-1155

AMERITECH WISCONSIN
by
Mr. Michad |. Paulson, Attorney
722 North Broadway, Room 1608
Milwaukee, W1 53202-4396

CENTURYTEL
by
Mr. Timothy J. Steffes
Director, Governmentd Relations
120 East Milwaukee Street
Tomah, WI 54660

TCG MILWAUKEE, INC.
by
Ms. Maddon Kuchera
Teeport Communiceations Group
233 South Wacker Drive, Suite 2100
Chicago, IL 60606

GTE NORTH INCORPORATED
by
Mr. Paul Verhoeven
State Manager - Regulatory AffargTariffs
100 Communiceations Drive
P.O. Box 49
Sun Prairie, WI 53590

MCI TELECOMMUNICATIONS CORPORATION
by
Mr. David W. McGann
205 North Michigan Avenue, Suite 3700
Chicago, IL 60601



STATE OF WISCONSIN
DEPARTMENT OF JUSTICE
by
Mr. Edwin J. Hughes
Assgant Attorney Generd
123 West Washington Avenue, P.O. Box 7857
Madison, WI 53707-7857

SPRINT COMMUNICATIONS COMPANY L.P.
by
Mr. Kenneth A. Schifman
8140 Ward Parkway, 5E
Kansas City, MO 64114

CITIZENS UTILITY BOARD
by
Ms. Mary Wright, Attorney
Cullen, Weston, Pines, & Bach
122 West Washington Avenue, Suite 900
Madison, W1 53703

TIME WARNER TELECOM
By
Mr. Peter L. Gardon, Attorney
Reinhart, Boerner, Van Deuren, Norris & Riesdbach, S.C.
22 Eagt Mifflin Street, Suite 600
P.O. Box 2020
Madison, WI 53701-2020

FRONTIER CORPORATION
by
Mr. Michael J. Shortley, I
180 South Clinton Avenue
Rochester, NY 14646

Courtesy Copies:

Mr. Niles Berman, Attorney

Wheder, Van Sickle & Anderson, S.C.
25 West Main Street, Suite 801
Madison, Wl 53703



Mr. Dennis Dums

Citizens Utility Board

16 North Carroll Street, Suite 300
Madison, Wl 53703

Ms. Rhonda R. Hazen, Attorney
Boardman, Suhr, Curry & Fed

1 South Pinckney Street, 4™ Floor
P.O. Box 927

Madison, WI 53701-0927



Appendix B
Pendty and Incentive Mechanism

500,000 or Fewer Access Lines

Adjustment Factor Pendty | ncentive
Qudity of Service .6% N/A
Infrastructure Investment (see Note 1) 2% 8%
Wisconsn Advanced Tdecommunications
Foundation 1% 1%
Commission Discretion 1% 1%
Totd Maximum Vdue 1.0% 1.0%

More than 500,000 Access Lines

Adjustment Factor Pendty Incentive
Qudity of Service 1.2% N/A
Infrastructure Investment (see Note 1) 5% 1.7%
Wisconsn Advanced Tdecommunications
Foundation 1% 1%
Commission Discretion 2% 2%
Totd Maximum Vdue 2.0% 2.0%

Note 1. Infrastructure investrment incentives and penalties are optional based on the filing of infrastructure
objectives. If acompany elects not to exercise the option, the penalty value should transfer and be added to quality
of service and the incentive value should be eliminated. For example, for companies with 500,000 or fewer access
lines, the quality of service penalty would increase to .8 percent with atotal maximum penalty value remaining at

1.0 percent. Theinfrastructure incentive would be eliminated so that the total maximum incentive value would
decreaseto .2 percent. For companies with more than 500,000 access lines, the quality of service penalty would
increaseto 1.7 percent with atotal maximum penalty value remaining at 2.0 percent. Theinfrastructure incentive
would be eliminated so that the total maximum incentive value would decrease to .3 percent.



