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. INTRODUCTION

1. On June 27, 1997, we released the 1997 Annual Access Order, which, inter alia,
suspended for one day the annud access tariffs filed by several incumbent loca exchange carriers,
imposed an accounting order, and initisted an investigation into the lawfulness of a number of issues
raised by these tariff filings® We concluded that the annua access tariffs filed by 15 price cap LECs
raised significant questions of lawfulness that warranted investigation.? We aso concluded that
provisonsin the annua access tariffsfiled by the Puerto Rico Teephone Company (PRTC) and a
number of other smaler rate-of-return carriers raised questions of lawfulness that warranted
investigation®

2. In this Order, we designate for investigation issues regarding common line cogs for all
15 price cap carrier, equal access exogenous cost changes for 13 carriers, and other billing and
collection expenses for four price cap carriers. We aso designate for investigation issues regarding
cash working capita for four rate of return carriers. In addition, on our own motion, we reconsider our
decisions to suspend and investigate price cap LECS growth factor calculation issues, two price cap
LECs equa access exogenous cost expense issues, al rate of return LECS non-recurring charge
(NRCs) issues, and cash working capita issues for four rate-of-return companies.

11997 Annud Access Taiff Filings, Nationa Exchange Carrier Association Universal Sarvice
Fund and Lifeline Assistance Rates, Transmittal No. 759, CC Docket No. 97-149, Memorandum
Opinion and Order, DA 97-1350 (Com. Car. Bur., rel. June 27, 1997) (1997 Annual Access
Suspension Order).

2 Thosecarierswere: Ameritech Operating Companies (Ameritech), Bdll Atlantic Telephone
Companies (Bell Atlantic), BellSouth Tdecommunications, Inc. (BellSouth), Frontier Communications
of Minnesotaand Frontier Communications of 1owa (Frontier), GTE System Telephone Companies
(GSTC), GTE Tdephone Operating Companies (GTOC), Aliant Communications. Co. (Aliant),
NevadaBell (Nevada), New Y ork Telephone and New England Telephone and Telegraph Company,
(collectively NYNEX), Pacific Bell (Pacific), Rochester Telephone Corporation (Rochester), Southern
New England Telephone Company (SNET), Southwestern Bell Telephone Company (SWBT), Sprint
Loca Telephone Companies (Sprint), and U SWEST Communications (U SWEST).

3 Those other companieswere: Chillicothe Telephone Company (Chillicothe), Concord
Teephone Company (Concord), Horry Teephone Company (Horry), Virgin Idand Telephone
Company (Virgin Idand), Rock Hill Telephone Company (Rock Hill), Home Te ephone Company
(Home), Fort Mill Telephone Company (Fort Mill), Lancaster Telephone Company (Lancaster),
Lufkin-Conroe Telephone Company (Lufkin-Conroe), Buffalo Valey Telephone Company (Buffalo
Valey), El Paso Tdephone Company (El Paso), Harrisonville Telegphone Company (Harrisonville),
Wabash Telephone Company (Wabash), Mt Horeb Telephone Company (Mt. Horeb), Roseville
Telephone Company (Rosaville), and Union Telephone Company (Union).
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Il. PRICE CAP CARRIERS
A. Common Linelssues
1 Background

3. For price cap LECs, the maximum end user common line (EUCL) and carrier common
line (CCL) rates are set in accordance with the various reguirements contained in Parts 61 and 69 of
the Commisson'srules. A key element in these requirements is the base factor portion (BFP) revenue
requirement, which is defined in Part 69 as that portion of an incumbent LEC's common line revenue
requirement that remains after the assgnment of certain specified common line investment and expenses
excdlusively to the CCL dement.* Section 69.502 provides that projected EUCL revenues should be
deducted from BFP, with the remainder being assigned to the CCL dement.®

4, Under our access charge and price cap rules, each incumbent LEC subject to price cap
regulation projects its BFP revenue requirement and its EUCL demand in order to determine the
maximum CCL charge and EUCL charge,® subject to the common line basket's price cap.” More
specificaly, our rules require an incumbent LEC to divide its projected BFP revenue requirement for
the upcoming access year by its projected EUCL demand to determine its prospective interstate per-
line common line revenue reguirement.2. An incumbent LEC then recovers these costs in part through
the EUCL charge, up to acap of $3.50 for residentiad and single-line business (SLB) lines® or $9.00
for multi-line business (MLB) lines® Until January 1, 1998, an incumbent LEC recovers its remaining
common line costs through the per-minute CCL charge. A price cap LEC then determinesiits

4 Codsassgned directly to the CCL dement and, therefore, recovered soldy from IXCs, are
those attributable to customer premises equipment (CPE), surrogate CPE, and customer premises
wiring included in information origination-termination equipment accounts. 47 C.F.R. 88 69.2(r),
69.501(b)-(c). The Commission recently revised section 69.501 to include the cogts of public
telephone loopsin the BFP.  See Implementation of the Pay Telephone Reclassification and
Compensation Provisions of the Telecommunications Act of 1996, CC Docket No. 96-128, Report
and Order, 11 FCC Rcd. 2054 (996); Implementation of the Pay Telephone Reclassification and
Compensation Provisions of the Telecommunications Act of 1996, Order on Reconsideration, 11 FCC
Rcd 21233 (1996) (Payphone Reconsideration Order).

® Section 69.502 also provides that projected Specia Access surcharges shall be deducted from
the BFP. 47 C.F.R. § 69.502.

® EUCL chargeisdso referred to as the subscriber line charge (SLC).

" After January 1, 1998, incumbent LECs will dso use their projected BFP revenue reguirement in
developing the residua presubscribed interexchange carrier charge (PICC). See Access Charge
Reform, CC Docket No. 96-262, First Report and Order, FCC 97-158 at 11 94-104 (rel. May 16,
1997) (Access Charge Reform Order).

8  See47C.F.R. 869.104.

® 47 C.F.R. 869.152(d)(1). Effective January 1, 1998, the EUCL charge cap on second and
additional residentia lineswill increaseto $5.00. 47 C.F.R. 8 69.152(d)(2).

10 47 C.F.R. § 69.152(b)(3).



maximum per-minute CCL charge pursuant to the formula prescribed in Section 61.46(d), which
factorsin the proposed EUCL charge set above.

5. Asdiscussed in the 1997 Annual Access Suspension Order, the recent increase in the
MLB EUCL charge cap increased the impact that per-line BFP revenue requirement projections have
on EUCL charges, maximum CCL charges, and the total amount of common line revenues that a price
cap LEC reasonably can expect to recover.*? When a price cap carrier's per-line BFP revenue
requirement projection is grester than the $3.50 residential/SLB EUCL cap but does not exceed the
$9.00 MLB EUCL cap, that projection will effectively determine the reletive proportions of its common
line revenue recovered from end users, via EUCL charges, and interexchange carriers, via CCL
charges. A redively lower projected per-line BFP revenue requirement generaly will leed to a
relatively lower MLB EUCL charge and an increase in the maximum CCL charge. Because, under
price cap regulation, tota common line revenues are condrained by the relevant price cap formulas
rather than a projected revenue requirement, a LEC's totd anticipated common line revenues would not
necessarily decrease with alower projected per-line BFP projection. Rather, under those formulas, so
long asthis year's growth in minutes of use per common lineis expected to exceed hdf the previous
year's growth, the price cap LEC would expect to receive greater tota common line revenues by
charging relaively lower EUCLs and relaively higher CCL charges™®

6. In the 1997 Annual Access Suspension Order, we suspended the portions of the price
cap LECs tariffsrelating to the BFP revenue requirement and EUCL demand forecasts for one day
and set these taiff provisions for investigation.** In its petition requesting that the Commission suspend
and investigate the price cap LECs tariff revisons, AT& T provided its own estimates of the BOCs
BFP revenue requirements, using historical trend data®> We stated in the 1997 Annual Access
Suspension Order that we were not persuaded that AT& T's estimates had sufficiently accounted for
changes in the trestment of genera support facilities (GSF) investment and expense and other
regulatory changes that would affect gpparent historica patterns. Nevertheless, we found that the
issues raised by the petitions raised substantial questions of lawfulness that warranted investigation of al
price cap LECs BFP forecasts, in light of the failure of the price cap LECsto offer complete support
for their projected BFP revenue requirements and in light of the wide disparity between the projections
of al of the BOCs and the projections offered by AT& T in its petition.

a. Projected BFP Revenue Requirement

11 47 C.F.R. § 61.46(d).

121997 Annual Access Suspension Order at 5.

13 This outcome results from the Commission's decision in the Price Cap Proceeding to adopt the
"balanced 50-50" formula that reduces the maximum CCL charge by a percentage representing half the
growth in minutes of use per linein the prior year (9/2). 47 C.F.R. §61.46(d). Seealso Policy and
Rules Concerning Rates for Dominant Carriers, CC Docket No. 87-313, 5 FCC Red 6786, 6793-95
(1988).

141997 Annual Access Suspension Order at 1 22.

15 AT&T Ptition at 2-5 and Appendix B.

161997 Annual Access Suspension Order at 1 22.
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7. Severd price cap carriers used higtorical trends to develop their forecasts of BFP
revenue requirements for the 1997-98 tariff year.'’ Bel Atlantic, for example, assumed that the
expected cost growth rate would follow the historical 1995 to 1996 pattern, and uses the growth in
costs for this period to estimate costs for the 1997-98 tariff year.’® Smilarly, NYNEX dtatesthat it
developed an 18-month normalized, subject-to-separations (STS) growth rate using 11 months of data
from 1995 and 1996 to project its BFP revenue requirement.’® These carriers then adjust their revenue
requirement forecasts to account for changesin various Commission rules, income tax adjustments, and
other exogenous cost factors.

8. Other carriers date that they developed projections based on amode or using a
"bottoms-up approach."® Pacific Bel, for example, damsthat, to caculate its BFP revenue
requirement for the 1997-98 tariff year, it started with its total company budget based on Part 32 of the
Commission'srules? Pacific Bl then Sates that, after andlyzing its operating environment, "economic
and demographic forecasts were devel oped based on that analysis'?? Pecific Bell statesthat its
forecasted BFP revenue requirement for the 1997-98 tariff year, caculated using this "bottoms-up™
approach, represents a 1.57 percent increase over caendar year 1996, after adjustment for the
changes to the BFP calculation process required by the RAO 20 Order® and the Payphone
Reconsideration Order.?* SWBT indicates that it developed projected BFP revenue requirement for
the 1997-98 tariff year by using "its Intersate Cost Andysis System to ca culate the Common Line --
BFP costs” SWBT dates that "[t]his mode conforms with cost alocation requirements contained in
parts 36 (Jurisdictional Separations) and 69 (Access Charges) [of the Commission's rules]"®

17 See, e.g., Bel Atlantic Telephone Companies, 1997 Annud Price Cap Filing, Trans. No. 970,
Volume 1-1, Supporting Documentation, Description and Judtification (filed June 16, 1997) (B€ll
Atlantic 1997 Access Filing), at pages 3-1 to 3-7; NYNEX Teephone Companies, 1997 Annual
Access Charge Tariff Filing, Trans. No. 455, Volume 1, Description and Judtification (filed June 16,
1997) (NYNEX 1997 Access Filing), at pages 8-13; U SWEST Communications, 1997 Annual
Access Tariff Charge Filings, Trans. No. 847, Volume 1, Description and Judtification (filed June 16,
1997) (U SWEST 1997 Access Filing), at pages 4-10 to 4-14.

18 Bdl Atlantic 1997 Access Filing, Description and Justification e 3-1 to 3-7.

19 NYNEX 1997 Access Filing, Description and Justification at 8-13.

2 See, e.g., Pacific Bell, 1997 Price Annua Access Charge Tariff Filing, Transmittal No. 1921,
Volume 1-1, PCI Revisons (filed June 16, 1997) (Pacific Bell 1997 Access Filing), at pages 16-20;
Southwestern Bell Telephone, 1997 Annual Access Tariff Charge Filing, Trans. No. 2640, Volume 1
(filed June 16, 1997) (SWBT
1997 Access Filing), at page 5-3.

2L 47 CF.R. Part 32. See Paific Bell 1997 Access Filing at pages 16-20.

22 Pecific Bell 1997 Access Filing at page 17.

3 Responsible Accounting Officer Letter 20, Uniform Accounting for Postretirement Benefits Other
than Pensions in Part 32, Report and Order, 12 FCC Red 2321 (1997) (RAO 20 Order).

2 11 FCC Rcd 21233.
% SWBT 1997 Access Filing at page 5-3.



0. Severd other price cap carriers give little or no documentation as to how they develop
their BFP revenue requirement projections. Ameritech, for instance, statesthat it developed its BFP
estimates "on astudy area basis in accordance with Price Cap rules® Ameritech dso Satesthat it
estimated E)roqoective end-user demand for the 1997-98 tariff year "based on historica growth
patterns.?’ BellSouth Smply reports its projected BFP revenue requirement without any explanation of
the bassfor its projection.

10.  After the effectiveness of its annud access tariffs, Bdll Atlantic submitted calculations of
its actua BFP revenue requirements for 1991-1996.%% In addition, Bell Atlantic submitted adjustments
that must be made to its revenue requirements to reflect changesin severa of the Commission's rules®
Specificdly, Bell Atlantic adjusted its 1991 and 1992 actud interstate BFP revenue requirements for
changesin the SPF, and its 1991 to 1993 BFP revenue requirements for changes in the alocation of
GSF.*® Using these adjusted BFP revenue requirements, Bell Atlantic calculated the year-to-year
percentage increase in BFP revenue requirements® The year-to-year percentage increase in Bell
Atlantic's adjusted BFP revenue requirements ranged from 9.22 to 2.45 percent and had a median of
4.38 percent.* Using the year-to-year percentage changes, Bell Atlantic performed asimple time-
trend andysis and estimated its percentage increase in its BFP revenue requirement for the 1997-98
tariff year.®® Thisandysisresulted in a predicted percent increase in BFP revenue requirement of 1.46
percent between calendar years 1996 and 1997.% By contrast, Bell Atlantic shows that the BFP
revenue requirement in its 1997-98 tariff filing is 3.3 percent (annudized) higher than its actual 1996
BFP revenue reguirement.®

11.  Sprint provides caculations of its actua BFP revenue requirement for 1993-1996,
noting that data prior to 1993 should not be used in its trending process because these data reflect
information from before the GSF restructure. Sprint shows that the BFP revenue requirement it filed

% Ameritech Operating Companies, 1997 Annua Access Tariff Charges, Trans. No. 1106,
Volume 1-2 (filed June 16, 1997) (Ameritech 1997 Access Filing), at page 8.

2 d. at 7.

8 | etter from Joseph J. Mulieri, Director, Government Relations -- FCC, to Brad Wimmer,
Economist, Compstitive Pricing Divison, filed July 18, 1997.

2 d.
0 d.
% d.
2 d.
B d.
¥ d.
®d.



for the 1997-98 tariff year exceeds a projection using revenue requirements from 1993-1996 and
AT&T's methodology by over $8 million.*®

b. Projected End-User Demand

12. Themgority of price cap carriersindicate that they evaluated avariety of factors, such
as the economic performance in a study area and demographic factors, to estimate end-user demand.
For example, NYNEX states that it obtained historical demand data, by class of service, for the
following categories (1) Resdence (excluding Lifeling); (2) Lifdine (3) Sngle Line Busness, and
(4) Multi-line Business and Centrex. NYNEX then states that it projected the growth in access lines
for each state and subscriber category using forecasts of economic growth, non-farm employment,
population, unemployment, red persond income, interest rates, housing starts, and competitive
pressures. NYNEX, however, does not provide any information quantifying these factors or explaining
how they were weighed. It Satesthat its 1996 forecast of end user demand for the 1996-97 tariff year
using the same method was within 0.04 percent of actual EUCL demand. Pecific Bell statesthat it used
information on "market intelligence, historic demand levels, product cross eadticities, and new product
introductions' to forecast EUCL demand for the Multi-line Business, Single-line Business, Centrex in
service prior to uly 27, 1983, Centrex in service after July 27, 1983, Residence without Lifeline, and
Lifeline service classes® No carrier, however, provided any specific explanation of the basis for its
edimate, reporting only the results of its studies.

2. Information Requirements and I ssues Designated for I nvestigation

13. Based on areview of the record, we concluded in the Suspension Order that
investigation of the price cgp LECs BFP revenue requirement and EUCL demand forecasts is
warranted. We here designate for investigation the issue of whether the price cap LECs have judtified
these projections, and direct the price cap LECsto judtify their projections, and specifically to respond
to the information requirements below. In this investigation, the price cap LECs have the burden of
proving that their BFP revenue requirement projections and EUCL demand forecasts are just and
reasonable.

14.  Although our rules do not prescribe any particular methodology that incumbent LEC
must use to develop their BFP revenue requirement and EUCL demand forecasts, the accuracy of LEC
common line cogt forecasts has often been at issue, particularly when those forecasts have departed
from the trend of BFP costs®® In an effort to facilitate resolution of such issues we stated in the 1997
TRP that "information on the SLC caculaion should be included in the annua access tariff filing,®® and
that "the information filed should explain any forecast that deviates from the historical cost or demand
trend, and significant differences between actua results and predictions produced by forecast moddls
used in recent annud filings"*

% Sprint Reply at Exhibit 1.
3" Pacific Bell 1997 Access Filing at 18-19.

% Materid to be Filed in Support of 1997 Annua Access Taiff Filings, Tariff Review Plans, DA
97-593 (rel. Mar. 21, 1997), 118 (1997 TRP Order).

¥ 1d.
0 1d.



15.  After conducting a priminary andysis of the price cap LECs current projections, we
find that these projections are likely, in many cases, to be inconsstent with the recent trend of actua
BFP revenue requirements. Many of the price cap LECs have neither explained fully how they derived
their BFP revenue requirement and end-user demand projections,* nor have they shown their
projections to be consstent with historical patterns. To enable us to complete an andyss of the
incumbent LECs 1997-1998 tariff year estimates of BFP revenue requirements and EUCL demand,
price cap LECs must submit the information specified below in accordance with the instructions set
forth in Appendix B. The price cap LECs aso may submit additiona information with respect to other
methods of projecting BFP revenue requirements and EUCL demand.

a. BFP Revenue Requirements

16.  Asdiscussed in more detail, below, we require each price cap LEC subject to this
investigation to submit: (1) its actua BFP revenue requirements, computed usng ARMIS deta, if
available, for each caendar and tariff year between the 1991-1992 tariff and calendar years and the
1996-1997 tariff and calendar years, and projected BFP revenue requirements filed in each year's TRP
for the same period; (2) alist of any changein its BFP revenue requirements caused by any revisonsto
the Commisson's rules over this period, including an itemized quantification of the effects of these
changes, and (3) documentation that explainsin detail the methodology that each LEC used to compute
its BFP revenue requirement projection for tariff year 1997-98.

@ Actual and Projected BFP Revenue Requirements

17.  Werequire each LEC that files ARMIS data to calculate its actud interstate BFP
revenue requirement for calendar years 1991-1996 and associated tariff years (beginning with the
1991-1992 tariff year) using datafrom ARMIS report 43-01, columnsk and m. The use of ARMIS
ensures that the LECs calculated actua BFP revenue requirements are easily replicable and verifiable
on the basis of publicly available data. We require price cap LECsthat did not file ARMIS data during
this period to develop their actual BFP revenue requirements using separated, interstate data from
company records.*? We aso require each price cap LEC to submit its projected BFP revenue
requirements filed in each year's TRP since tariff year 1991-92. With this information, we intend to
establish the higtorical pattern of the LECS BFP revenue requirements and the accuracy of their past
projections. LECs are, therefore, required to explain fully any significant differences between each
annua BFP revenue requirement projection and the LEC's actual BFP revenue requirement.*® For
purposes of thisrequest, adifference will be classified as significant by comparing the projected year-

4L In their 1997 annud access tariff filings, Bell Atlantic and Pacific Telesis provided some
information on the methods they used in developing their BFP revenue requirements. Subsequent to its
filing, Bdll Atlantic presented, in awritten ex parte presentation, an andysis of its BFP revenue
requirement’s historica trend. In its commentsfiled in response to the petitions of AT& T and MCl,
Sprint aso provided some explanation of its projections. Sprint Comments, filed June 26, 1997,
Exhibit 1.

42 See Appendix B for ingtructions on how these revenue requirements shall be calculated.

43 Wedo not require LECs to adjust this data for any changesin Commission rulesthat affect its
BFP revenue requirement unless the change occurred during the tariff year for which its BFP revenue
requirement was being projected. If achangein Commisson rules occurred during the tariff yeer,
LECs should calculate the effect such a change had on its BFP revenue requirement for that year, and
include thisinformation in its explanation of why its projection was not redlized.

8



to-year percentage change in BFP revenue requirements with the actua year-to-year percentage
change. A difference will be consdered significant if the projected percentage change is greater than or
less than 10 percent of the percentage change actudly redized. For example, if aLEC's BFP revenue
requirement actualy increases by 3 percent, and the LEC projects that its BFP revenue requirement
will grow by more than 3.3 percent or lessthan 2.7 percent, we will classify these projections as
sgnificantly different. Additiondly, LECs are required to explain fully any patterns of sgnificant and
consstent over- or under-estimation of their BFP revenue requirements that may emerge.

18.  Werequire that actua BFP revenue requirements be calculated for caendar years
1991-1996 because LECstypically use calendar-year data to project their revenue requirements. We
aso require LECsto caculate actua BFP revenue requirements for tariff years 1991-1996 because to
enable us to compare those data with the projected revenue requirements that the price cap LECs
submitted with their annua access tariff filings for the relevant yearsin support of their proposed EUCL
and CCL rates.® We intend to use cendar year BFP revenue requirements to develop historical
trends of BFP revenue requirements, and use actual and projected BFP revenue requirements
caculated for tariff years to determine the accuracy of LECs East projections of BFP revenue
requirements. LECs must file dataon atotal company basis* but are free to file additiona dataon a
study-area basis.

2 Adjusted BFP Revenue Requirements

19. Weadsorequire LECsto provide adjusted BFP revenue requirement data for caendar
years 1991-1996 in order to explain differencesin LECS actua BFP revenue requirements between
caendar years 1991-1996. Accordingly, we require price cap LECs subject to thisinvestigation to
develop caendar year BFP revenue requirement series that are adjusted for the effect that changesin
Commission rules had on actua BFP revenue requirements. As explained in more detail below, in
fulfilling this requirement, each price cap LEC must submit an itemized list of each changein
Commission rules that affected BFP revenue requirements, including (a) the date each change became
effective and itsimpact on the BFP revenue requirement for the caendar year in which the changed rule
became effective, measured in dollars, and (b) the LEC's actud BFP revenue requirements, adjusted
for al such changesin Commission rules for caendar years 1991-96, reported in two series as
described below.

20. For each change in the Commission's rules that became effective on or before
December 31, 1996, and that affected the LEC's BFP revenue requirement, we require each LEC to
identify the change, date its effective date, and caculate the effect, in dollars, that the change had on its
BFP revenue requirement. We aso require the LEC to caculate the effect that each rule change would
have had on BFP revenue requirements in previous years, back to 1991, had the revised rule then been
in effect. For example, effective July 1, 1993, the Commission revised the rules governing the LECs
dlocation of interstate cogts associated with Generd Support Facilities (GSF). Thischangein rules
increased costs alocated to BFP, and thus increased BFP revenue requirements. In order to compare

4 We understand that LECs will have to use company data to caculate their actua BFP revenue
requirement for tariff year 1996 (July 1, 1996 through June 30, 1997) because ARMIS data are only
reported on a calendar-year basis for 1996.

4 We project those LECs that have not filed tariffs on a holding company basis for this entire
period to recast their projections on a holding company basis and for submission in thisfiling. These
companies to explain and document fully the data, assumptions and methodologies used to derive these
projections.



BFP revenue requirements over the years, we require LECs to calculate the impact the change in
alocation of GSF costs would have had on BFP revenue requirements in 1991, 1992, and the first half
of 1993, if the revised rule had been in effect during those years. For changes that became effective
after December 31, 1996, LECs must submit data that show the effect, in dollars, that these changes
had on projected BFP revenue requirements prepared for their annual access tariff revisonsfiled to
become effective July 1, 1997.

21.  Thesligsitemizing the effect changesin Commisson rules had on BFP revenue
requirements shal include, but need not be limited to: (1) changes with respect to the trestment of
GSF; (2) the phase-in of the subscriber plant factor (SPF) and did equipment minutes of use (DEM)
separaions rule changes; and (3) changes to the treatment of Account 4310 of the Uniform System of
Accounts, Other Long Term Liabilities, especidly with respect to Other Postretirement Employee
Benefits (OPEBS).

22.  After determining the effect that changes in the Commission's rules had on their BFP
revenue requirements, LECs must report the calculation of their adjusted BFP revenue requirements for
the calendar years 1991-1996 in two series asfollows. Thefirst series must be adjusted for (1)
changesto the adlocation of GSF expenses, (2) the phase-in of the SPF and DEM separations
dlocation rule changes, and (3) revison of the alocation of Other Billing and Collection expensesto
reflect afive percent dlocation to the common line revenue requirement, if the LEC has not cons stently
dlocated five percent of these expenses to the common line revenue requirement in the past. The
second series must be adjusted for dl changes to the Commission's rulesidentified above. These series
must be constructed to alow for year-to-year comparisons of BFP revenue requirements. These BFP
revenue requirements must be caculated in amanner consstent with the Commission'srules on
December 31, 1996.

23.  Weintend to use these data to compare BFP revenue requirements in a consistent
manner on ayear-to-year basis. In their submissons, LECs must file dl data underlying their computed
revenue requirements, and must fully explain the data assumptions and methodology used to compute
the BFP revenue requirement and projections and to adjust the revenue requirements for changesin
Commission rules. This documentation shdl include an explanation of al caculaions, including aligt of
al equations used,*® and an explanation of the methodology used to compute the actud revenue
requirements.

24.  Wedsorequirethese LECsto explain in detail any relatively "large’ year-to-year
changes that emerge in each adjusted series of actud BFP revenue requirements. Because price cap
LECswill be providing only six deta points, each data point will have arelatively greet impact on
cdculation of higtorica trends. For each series, therefore, we intend to discount or exclude
observations that we consder to be "large’ deviations from the overdl trend in BFP revenue
requirements, absent clear evidence that such a"large’ changeis not an isolated occurrence, but instead
represents a change in the BFP revenue requirement trend that is likely to continue over time. For
example, three of the data points percent changesin Bell Atlantic's adjusted BFP revenue requirements
are clustered around 4.5 percent (4.26 to 4.90 percent), and two other data points, upon visua

46 Submission of a spreadsheet, where the equations are found by examining the formulaused in
individud cdls will not fulfill this requirement. A liging of al equations usad to cdculate revenue
requirements and to adjust data for changesin our rules, either separately, or within a spreadshest that
has equations displayed clearly in row or column headings, for example, will fulfill this requirement.
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inspection, appear to be outliers (9.22 and 2.45 percent).*” Because of the small number of
observetions, excluding either of these suspected outliers from the regresson andysis greetly affects
Bdl Atlantic's forecast. We, therefore, require each LEC to identify actual BFP revenue requirements
that appear to be outliers, and furnish an explanation for the deviations. At aminimum, LECsare
required to judtify incluson of BFP revenue requirements thet are associated with the highest and the
lowest percentage changes in BFP revenue requirements for the 1991-1996 period by showing that
these results reflect a change in the BFP revenue requirement trend that is likely to continue over time.
If, on the other hand, a particular percentage change is the result of a one-time event or other isolated
occurrence, the LECs must explain the event and itsimpact, and calculate their BFP revenue
requirements excluding the effects of the event.

25.  Thesmal number of observations for each LEC makes asmple trend andyss
ineffective when the data used for this andysis reflect one-time events. We therefore seek information
on aternative methods to forecast BFP revenue requirements. For example, we could include all
LECs BFP revenue requirements from 1991-1996 in the anadlysis by pooling these BFP revenue
requirements into asingle data set. We could then determine the average trend in the industry, or
identify changes in BFP revenue requirements that are outliers. By pooling the data, we would increase
the number of observations, making statistical methods more rdiable. Alternatively, we could examine
each LEC individualy and use either the average percentage change or the median percentage change
to forecast its BFP revenue requirement. We seek comment on these methodol ogies and on any
possible dternative methods to forecast BFP revenue requirements.

3 Justification of 1997 BFP Revenue Requirement

26.  All price cagp LECs must explain and document fully the data, assumptions, and
methodology used to derive BFP revenue requirement projections contained in the price cap LEC's
access tariff revisons filed to become effective July 1, 1997. Each price cap LEC mugt dso explain
whether its projection is consistent with the historica pattern. If the LEC believesthat its projectionis
conggtent with the higtorica pattern, it must explain in detail this concluson and itsbasis. If aLEC
projection is not consistent with the higtorica trend, the LEC mugt fully explain its reasons for the
deviation from the historicd pattern. All worksheets used to derive projections for the 1997-98 tariff
year should be filed both dectronically, in aformat compatible with EXCEL 4.0, and as a hard copy.
Suppa)gting worksheets mugt include an explandtion of dl caculaions, including alist of dl equations
used.

27.  Additionaly, for the 1997-1998 tariff year, each price cap LEC shal show separately
the adjustments for the recent OB& C Order*® and the Payphone Reconsideration Order,> that were
reflected in its recent BFP revenue requirement projections. This showing must include a complete

47 Letter from Josgph J. Mulieri, Director, Government Relations -- FCC, to Brad Wimmer,
Economist, Compstitive Pricing Divison, filed July 18, 1997.

48 Asnoted above, submission of a spreadsheet, where the equations are found by examining the
formulae usad in individud cdls will not fulfill this requirement. A listing of al equations used, such asin
a gpreadsheat with equations displayed clearly in row or column headings, will fulfill this requirement.

49 Amendment of Part 36 of the Commission's Rules and Establishment of a Joint Board, Report
and Order, 12 FCC Rcd 2679 (OB& C Order).

% 11 FCC Rcd at 2733.
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explanation and full documentation of the data, assumptions, and methodology used to derive these
adjusments. Findly, each price cap LEC shall indicate whether it has followed the same methodology
to derive its BFP revenue requirement for each year between 1991 and 1997, and, if not, must (1)
explain why it changed methodologies in each case; (2) provide complete explanations of the waysin
which any previous methodol ogies differ from the methodology used in preparing the BFP revenue
requirement projection for the 1997 annud access taiff filing; and (3) explain the effect these changes
had on their projections for the 1997-98 tariff year.

28. In developing their BFP revenue requirement projections, carriersin general used one
of two basic methodologies. One group states that they based their projections on the historica trends
of costs.® These carriers should be able to use the data filed in response to the information
requirements in subsections b(1) through b(3) above. to establish the historica pattern of actua BFP
revenue requirements to judtify their BFP projection filed for the 1997-98 tariff year. We question the
use of unseparated company data by some of these price cap LECsto calculate the percentage change
in costs for projecting the company's BFP revenue requirement. Under our rules, aLEC's BFP
revenue requirement is an interstate allocated cost, and its projection should, therefore, take into
account the effect regulatory rules, such as separations, have on revenue requirements. We therefore
requirein Section 11.A.2.a(1), above, that the price cap LECs provide BFP revenue requirement data
using separated, interstate data from ARMIS, where possible, or from company records. If aLEC
believes that the use of unseparated company data would be more gppropriate, it may supply BFP
revenue requirement projections using such data, provided that the LEC aso demondtrates with a
thorough explanation containing clear evidence that such a caculation produces aresult that is more
accurate than that produced by the use of separated, interstate data. Such submissions must bein
addition to, and not in lieu of, submissions using separated, interstate data.

29.  Thesecond group of carriers states thet they estimated costs using either a "bottoms-
up" approach or amodd. We require that these carriers fully explain their methodology and provide us
with detailed information regarding the factors underlying the projection, and the weight given to each
factor. Fundamentally, a bottoms-up approach estimates the value of factors, such astotal operating
expenses and net investment, directly affecting BFP revenue requirements for the period of the
projection. Using these values, a bottoms-up approach projects the revenue requirement based on
underlying estimates of factorsthat directly affect BFP. Carriersthat followed this gpproach must
submit information that documents the source of their find BFP revenue requirement projections,
including worksheets displaying any satistica andys's supporting their projections, and must dso file
any underlying estimates incorporated into the find projections. We aso require these carriers to
explain the basis for their conclusion that this method produces results that are at least as accurate as
projections developed using historica trends.

30. If aLEC followed the same methodology for each year between 1991 and 1997, we
expect to be able to replicate its past BFP revenue requirement projections using the methodology
described by the LEC in response to this Order. LECs that have adjusted their methodology over time
must provide the same information regarding their projection methodology for 1995-96 and 1996-97
tariff years that we require for their most recent BFP revenue requirement projections. In order to

®1 For example, Bell Atlantic used the percentage change in unseparated costs from calendar year
1995 to 1996 to estimate its BFP revenue requirement for tariff year 1997. While Bdll Atlantic
provided the worksheets showing its caculation, it did not include a complete explanation of its
caculations. Bell Atlantic used the percentage change in unseparated operating expenses, total plant in
service, and total reserves from calendar year 1995 to 1996 to estimate the BFP revenue requirement
for tariff year 1997.
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understand current projections and to compare them to previous projections, we find it necessary to be
ableto replicate at least two previous BFP revenue requirement projections.

b. End-User Demand

31.  All price cap LECs must provide the past actud average number of totd billable access
lines, multi-line business lines, resdentid and sngle-line business lines, for the past Sx tariff years
(beginning with the 1991-1992 tariff years), usng ARMIS data, if available, and the projections of
these linesfiled for each of these tariff years. If ARMIS data are not available for aparticular LEC, the
LEC must use company records to provide thisinformation.> For periods where the difference
between the actuad number of lines and the projected number of linesis significant, we require LECsto
explain in detall the difference between their projection and the actual number of lines. Asin the case of
BFP revenue requirements, we define a difference to be "significant” for this purpose if the projected
percentage change is greater than 10 percent of the actual percentage change.®®

32. Most LECs report that they use information concerning avariety of factors, such as
genera economic performance and demographic characterigtics, to estimate end-user demand. We
require eech LEC that had a Sgnificant difference between its projection of lines and the actua number
of linesin any tariff year (1991-1996) to identify separately for those years the variables used to
forecast end-user demand, and the weight given to each variable. Additionaly, each such LEC must
provide information concerning, at least, the two most significant individua variables that did not change
as expected and thus resulted in an inaccurate projection of end-user demand. We aso require these
LECsto explain whether, and why, they expect such unexpected changesto be evidence of achangein
the underlying trend of end-user demand, or a one-time event that does not affect the overall trend of
end-user demand. A separate explanation must be provided for each individual class of lines (i.e.
multi-line business, sngle-line business, and resdentid) and for totd lines.

33. Weadsorequirethat each LEC either: (1) demondtrate that the projection for the
1997-1998 tariff year is consigtent with the vaue predicted by the historica trend of end-user demand,;
or (2) date specificaly the underlying factor or factors that they expect will change, and the projected
effect(s) of the expected change(s), expressed in anumerica prediction. For example, if the LEC cites
an expected increase in the demand for second lines, it must provide an andyssthat judtifies this
expected demand increase. To demondtrate whether projections are consistent with historical trend,
LECs mugt provide trend andlyses using the actua number of lines and the naturd logarithm of the
number of lines, asreported in ARMIS, if available. These trends must be estimated separately for
totd hillable lines, resdentid lines, multi-line business lines, and Sngle-line business lines, using caendar
year datafrom 1991-1996. We ds0 require LECsto explain any sgnificant differences between the
projection filed in their 1997-98 Annua Access Tariffs, and the forecasts derived from the trend

%2 LECsmug cdculate the "average" number of lines for any given tariff year by dividing by five
the sum of the line counts from the last day of each quarter of that tariff year (September 30, December
31, March 31, and June 30) and the line count from the last date of the previous tariff year (June 30 of
the previous tariff year). In addition to average line counts caculated using this quarterly method, LECs
may aso supply average line counts caculated by dividing by 13 the sum of their line counts for the last
day of every month of the tariff year and the line count for the last day of the last month of the previous
tariff year.

% Seesupra f17.
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andysiswe are requiring.> Those price cap LECs that are unable to demonstrate that their projections
for tariff year 1997-1998 are consistent with the historical trend must also explain and document the
data and methodology used to derive their EUCL demand projectionsfiled in their 1997-1998 TRP.
All worksheets used to derive these projections must be filed both eectronicaly, in aformat competible
with EXCEL 4.0, and in hard copy. Asin the case of BFP revenue requirement projections, carriers
are required to provide the requested information on a company-wide bas's, but may, in addition,
provide this on a sudy-area, or smdler, basisif they desire. LECs should aso explicitly show the
number of public payphone lines they are projecting for tariff year 1997-98. In addition, each LEC
must indicate the number of semi-public payphones thet, prior to the Payphone Reconsideration
Order,> it charged single-line business EUCL charges, but will now charge multi-line business EUCL
charges. These projections must be compared with historical counts of public and semi-public
payphonelines. Additionaly, LECs must explicitly show how they aretregting ISDN linesin their
1997-98 projections.

C. Per-Line BFP Revenue Requirements

34. Finaly, price cap LECs must file their actual and projected BFP revenue requirements
on a per-line basis for each tariff year between 1991 and 1996. These revenue requirements must be
caculated by dividing the actua BFP revenue requirement by totd billable lines. The price cap LECs
must then explain any differences between these actud per-line BFP revenue requirements and their
per-line BFP revenue requirements projected in their Annual Access Tariff filing for each year.

B. Equal Access Exogenous Cost Changes
1. Background

35. In the Access Charge Reform Order, the Commission ordered price cap LECsto
make an exogenous cost decrease to account for the December 31, 1993 completion of the
amortization of equal access expenses that the Commission had required to be deferred and amortized
over eight years®® The Commission found that these equal access expenses had been completely
recovered, and directed price cap LECs to make a downward exogenous adjustment to the traffic
sengitive basket in their 1997 annud access taiff filing.>” The Commission found that the removal of
these equal access expenses would ensure that ratepayers are not paying for costs that have aready
been completely recovered.®®

36.  Theprice cgp LECsfiled with their 1997 annud access tariff filings summary support
information, which explained, inter alia, the manner in which the carriers calculated the equal access

% We use the same definition for significant as defined in the case of BFP revenue requirements
and comparison of past actual and projected end-user demand. See, supra 1 17.

*® 11 FCC Rcd at 21323-21324.

% Access Charge Reform Order at 1314. The background to the Commission's treatment of
equal access codts is st forth in that decision.

> |d. at 1314. Seeid., 1 302-314 for an extensive discussion of the amortized equa access
costs.

% 1d. at 11302
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exogenous adjusment. The mgority of the LECs determined the exogenous adjustment by calculating
the portion of equa access revenues at the initiation of price cap regulation that condtituted the
expenses subject to the specid amortization. The LECs then calculated the expense amount to be
removed from the traffic sendtive basket by reducing the amount of these equa access expenses by the
amount of the price cap index (PCI% change in the traffic sengitive basket between the initiation of price
cap regulation and June 30, 1997.>° LECs argue that it was proper to reduce their equa access
expenses subject to the amortization by the amount of the PCI change in the traffic sengtive basket
between January 1, 1991 and June 30, 1997. Furthermore, the LECs argue that the equal access
exogenous adjustment removes cogts that do not change with demand. They dtate that because these
costs are fixed, any adjustment for demand growth isinappropriate. In contrast to the other price cap
LECs, Aliant determined the portion of equal access revenues a the initiation of price caps that
condtituted the equal access expenses subject to amortization ("z/Ry"), and then increased that amount
to account for the change in tota revenue for the traffic sendtive basket between the initiation of price
caps and the present.®

37. In the Annual Access Suspension Order, we decided to investigate whether LECs
have fully removed those equal access expenses from their rates, as required by the Access Charge
Reform Order.%! We stated that we were not convinced that the LECs had completely removed equal
access exogenous cost expenses because after they calculated these expenses, they had reduced this
amount by the amount of the PCI change in the traffic sengitive basket between the initiation of price
cap regulation and June 30, 1997. We dtated that instead of reducing this exogenous cost adjustment
by changesin the PCI, LECs may need to increase the adjustment by the percentage change in base
period revenue ("R") (assuming that revenues have increased) from the date each LEC made itsfirst
annua access price cgp filing through June 30, 1997. We aso found that the documentation of the
unadjusted equal access expense provided by Ameritech and SNET indicates that they may have faled
to implement properly the requirements of the Access Charge Reform Order. Although we noted that
Aliant appears to have made the "R" adjustment to its equal access expense, we stated that we were
not persuaded that Aliant's exogenous cost adjustment was correctly caculated or fully supported.

% This may be represented mathematicaly by the following formula:
(Z/Ro6)* (PClge/PCI))

where z/Rys represents the portion of the equa access revenues at the initiation of price caps that
constituted amortized equa access costs, and PClge/PCl, represents the change in the PCI from the
initiation of price cap regulation to present.

60 Specificaly, Aliant's exogenous adjustment can be represented mathematicaly as follows:

(Z/Ro6)* (Rog/Ry)

where z/Rys represents the portion of the equa access revenues at the initiation of price caps that
constituted amortized equal access costs, and Rye/R; represents the change in tota revenues for the
traffic sendtive basket from the initiation of price cap regulation to present.

61 Annual Access Suspension Order at 1 36.
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2. Information Requirement and | ssues Designated for Investigation

38. Exogenous Cogt True-Up Adjustment. In implementing the exogenous reduction
required by the Access Reform Order, Aliant isthe only price cap LEC that made an adjustment to
account for revenue changes between the date that it made its first annual access price cap filing and
June 30, 1997. All other LECs reduced the equal access expense subject to amortization by the
percentage change in their traffic sengtive PCl between the date they made their first price cap filing
and June 30, 1997.

39.  AT&T recommends that the Commission require LECsto adjust their basdine
amortized equal access cods for revenue growth that has occurred since January 1, 1991, AT&T
suggests that the Commission require LECsto gpply the "R" value true-up in order to caculate the
exogenous cost adjustments that must be made effective July 1, 1997.5% According to AT& T, this"R"
value true-up would adjust the price cap LECS amortized equal access codts by the percent growth in
their loca switching revenues from the date LECs made their first annual access price cap filing through
June 30, 1997. AT&T dates that this adjustment would result in complete remova of such equa
access cogts from LECs current traffic sendtive basket PCIs because this adjustment accounts for
demand and price changes since their first annua access price cap filings®

40. Most LECs argue that the Access Charge Reform Order did not explicitly require that
the exogenous cost adjustment take into account the change in revenue growth and that they should,
therefore, not be required to make this adjustment. Citing the 1995 Annual Access Order as an
andogy, LECs argue that the Commission cannot "after the fact” require LECsto take the change in
revenue growth into account when caculating the equal access exogenous decrease. In the 1995
Annual Access Order, the Common Carrier Bureau (Bureau) did not require OPEB adjustments to
take account of any revenue adjustments. AT& T points out that the Bureau, in its Annua Access Tariff
Filings of Price Cap Carriers, has required the LECsto utilize a revenue true-up procedure for
adjustment of previous periods exogenous cost sharing obligations. MCI arguesthat thereisno logica
difference between an exogenous adjustment of a sharing obligation from a LEC's PCI and the reversd
of any other PCI adjustment. LECs respond that sharing is distinctly different from the reversa of equd
access expense, because sharing involves the return of excess revenues through a price cap reduction.
NYNEX chdlenges the revenue adjustment recommended by AT& T and used by Aliant. According
to NYNEX, because the equal access rate was applied on aflat rate per-presubscribed line per month
badgis, the equa access revenues grew as a function of line growth, and not as a function of per-minute
growth.

41.  Wetentatively conclude that arevenue adjustment to the amortized equa access
expenses, as opposed to a PCl adjustment, is a reasonable method of fully removing the amortized
equal access costs from current rates. A revenue adjustment is reasonable in this case because it
recognizes that price cap indices are adjusted to reflect the average basket price and a component of
that price reflects equa access amortization. 1t further recognizes that as demand has grown over time,
the revenue recovered through this equal access amortization component of price has grown
correspondingly. Therefore, to remove fully the revenues being collected today associated with the
amortized equal access cost, we tentatively conclude that the LECs must account for this demand
growth.

62 AT&T Peition at 10. AT&T states that, done among the price cap LECs, Aliant has made the
"R" vaue true up cdculaion properly. Id. at 11 n.12.

6 AT&T Petition at 11-13.
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42. We seek comment on the "R" adjustment used by Aliant and proposed by AT&T,
particularly their use of growth ratesin LECs loca switching revenue growth rates to caculate the
exogenous cost adjustment. We aso seek comment on whether an "R" adjustment related to the
reversd of the equal access expenseisor isnot Smilar to reversal of sharing obligations. In addition,
we invite parties to submit aternative proposas for measuring the downward exogenous cost true-up
adjustment that LECs are required to make to account for the completion of the amortization of equd
access non-capitaized expenses. Commenters must fully justify their proposals. Commenters may aso
address whether the Commission should prescribe the particular methodology for removing these costs
or whether the Commission should dlow LECs to use any reasonable method that completely removes
the amortized equal access expenses from their rates.

43. Wedirect Ameritech, Bell Atlantic, BellSouth, Frontier, GTE, Aliant, Nevada Bell,
NYNEX, Pecific Bell, Rochester, SNET, Southwestern Bdll, and U S West to submit data on the local
switching revenue of their traffic sendtive basket as reflected in their initia price cap filings. These data
will dlow the Commission to caculate the revenue change for each of these companies from the dates
they made their initia price cap filings through June 30, 1997.

44.  Cdculation of the Initidd Equal Access Exogenous Cogt Revenue Requirement. In
cdculating itsinitial equa access exogenous cost revenue requirement, SNET isthe only price cap LEC

that included equal access expenses from prior periods, but not from the 1990 period. AT& T asserts
that, based on the data in the 1990 Cost of Service No. 5 Report (COS-5), SNET underestimated its
equa access exogenous cost adjustment by approximately $2.1 million. SNET responds that it
accurately estimated its equa access exogenous cost adjustment because the Commission's ingructions
for completing the 1990 annua access tariff filings required LECs to include equal access expense from
prior periods, but not from the "current” period, which a that time was the 1990 period. We require
SNET to identify the pecific part of the ingructions for completing the 1990 annud access tariff filings
that permitted SNET to include equal access expenses from prior periods, but not from the 1990
period. We aso seek comment from SNET and other parties as to how SNET's adjustment should be
treated in calculating the exogenous cost reduction required in the Access Charge Reform Order.

45.  AT&T dso cdamsthat Ameritech failed to compute properly the proportion of equa
access amorti zation revenue requirements associated with the total equal access revenue requirements
because Ameritech did not use data contained in the 1990 COS-5 Report. Ameritech argues that it
used "separations information system™ materias to determine the portion of the equa access cods that
were amortized because the COS-5 Report only reveals total equal access costs. We seek comment
on whether Ameritech was able to calculate accurately the equal access amortization revenue
requirement through the use of internal separations data. \We require Ameritech to explain and
document fully how it used its separations information system data to determine the portion of the equa
access codts that was amortized. In particular, Ameritech must fully explain and document the data,
assumptions, and methodol ogies that were used to calculate the equa access costs that were
amortized. These explanations must include a copy of al studies that were conducted to caculate equa
access costs that were amortized.

C. Other Billing and Collection Exogenous Cost Increases

1. Background
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46. Earlier this year, the Commission changed the separations rules applicable to Other
Billing and Collection (OB& C) Expense® Effective May 1, 1997, the OB& C Order revised these
rules to replace a complicated alocation procedure relying on user and message counts with asmple
alocation procedure based on afixed alocator of 33% or 5%, depending on whether the price cap
LEC performs any end user hilling for IXCs® Price cgp LECs were required to file exogenous
adjustments to reflect these changes in the separations rules.®

47. In the Suspension Order, we found that U SWEST's OB& C exogenous adjustment of
$845,145, which U SWEST claimed was necessary in order to recover the two months of OB&C
costs between May 1 and July 1, 1997, raises substantial questions of lawfulness®” Further, we were
not persuaded that other aspects of its treatment of OB& C Expense are lawful. In particular, we noted
that U SWest's ARMIS Report 43-04 shows that its alocation factors (i.e., the reative usage
measurementsiit is required to use as abasis for dlocating OB& C Expense among Service categories
and between the intragtate and interdtate jurisdictions) are inconsistent with its dlocation of that

expense.

48. In addition, we stated that GTE has not adequately explained why it accounts for more
than half of the total OB& C exogenous cost amounts claimed by al LECsin the April filings. We
found that this anomaly raises substantial questions of lawvfulness®

49.  Weadso found adisparity between the portion of billing revenues that Pecific Bell
dlocated to the interstate jurisdiction and the portion of billed toll messagesthat it attributed to intersate
sarvices. We noted that Pacific Bell's data submission shows that the share of these toll messages
attributed to interstate calls declined by more than 66 percent between the end of calendar year 1994
and the end of calendar year 1995 even though its corresponding interstate revenues (from billing and
collection services provided to 1 XCs) increased dightly during that same year. We dtated that Pacific
Bdl has not explained how such a precipitous decline in billed interstate messages could have occurred
a atime when the associated revenues were increasing. In addition, we found that Pacific Bell may
have overgtated its exogenous cost changes by using the wrong base period. While most other price
cap LECs used 1996 data when calculating such changes® Pacific Bell used 1995 data. We believe
that if Pacific Bell had used 1996 data, its cal culated exogenous changes would have il been
substantial because its 1996 interstate assignment of OB& C Expense was far below the 33 percent
interstate assignment prescribed by the new separationsrule. Pacific Bdl's interstate assgnment in
1995, however, was even lower than itsinterstate assgnment in 1996. Hence, by using 1995 data,
rather than 1996 data, Pacific Bdl's calculations showed that the new rule had a greater impact when
rasing itsinterstate assgnment to the 33 percent level. Because Pacific Bell has not explained its use of

64 Amendment of Part 36 of The Commission's Rules and Establishment of a Joint Board, FCC 97-
30, Rel. February 3, 1997.

% |d. at 71 13-17.

6 47 C.F.R. §8 61.45(d)(L)(iii), 61.44(C).

671997 Annual Access Suspension Order at 1 47-48, 51.
% 1d. at 52

% Seelnfra Para 58. GTE used 12 months ended June 1996 for purposes of caculating its
exogenous change.
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1995 base period data or the discrepancies discussed above, we found that its tariff raises a substantial
question of lawfulness.”

2. I nformation Requirements and | ssues Designated for | nvestigation

50.  Thedaadisparities and anomalies identified above, which are discussed in grester
detail below, raise questions as to whether GTE, Pecific Bdll, and U S West are in compliance with the
Commission's jurisdictiond separations rules for OB& C Expense and have properly caculated the
exogenous change resulting from the 1997 change to those rules. We therefore require these companies
to explain and document the process by which they separate OB& C Expense between the intrastate
and intergtate jurisdictions. To facilitate our analysis of that process, we aso require these companies
to explain and document the process by which they separate the corresponding revenues, Carrier
Billing and Collection Revenues. Although the jurisdictiona separations of those revenues did not affect
the companies claimed exogenous changes because those revenues are non-regulated, we intend to use
the associated jurisdictional alocation factors, i.e., the message counts used for separating such
revenues, as a basis for evauating the message counts used for separating the message toll portion of
OB&C Expense. Thisevauation procedure seems reasonable given that the companies apparently
used message counts as a basis for separating both revenues and expenses.

51. Further, because calculation of an exogenous change requires a comparison of
separations procedures used in 1990 (the base year for initidizing price caps) with separations
procedures used in 1996 (the base year for the 1997 annua access charge filings), we require the
companies to explain and document in response to the data requirements outlined below, the
procedures they used for computing their separated interstate OB& C Expense for caendar years 1990
and 1996. Moreover, we require them to explain and document this process for the intervening years,
1991 through 1995, to provide a basis for eva uating the reasonableness of their trangition from 1990
procedures to 1996 procedures.  Accordingly, GTE, Pacific Bell, and U S West shdl provide, for the
caendar years 1990 through 1996, the information required below on both a holding company leve
and COSA levd.

@ Provide the user counts that were used as a basis for alocating OB& C Expense among
the service categories prescribed by Section 36.380(b) of the Commission's rules.
Show these counts for the following service categories: message toll telephone,
exchange including semi-public, directory advertisng, and private line.

(b) Explain the process by which users were counted for jurisdictional separations
purposes during this seven-year period. In particular, explain the assumptions
(including the time period over which information was gathered) and methodol ogies that
were used.

(© Identify any discrepancies that exist between the user counts provided in response to
(a) above and those that were reported in ARMIS Report 43-04. These LECs must
explain why these discrepancies occurred.” Smilarly, they must identify and explain
any discrepancies that exist between the 1990 user counts provided in response to (a)

0 1d. at 153.

1 1f the companies find any data that has been incorrectly reported in ARMIS for the period 1990
through 1996, they should refile the ARMI S data with the Commission.
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above and those that were used to calculate interstate costs when they converted from
cost of service to price cap regulation.

(d) Provide the message counts used in dlocating the message toll portion of OB&C
Expense between the intrastate and interstate jurisdictions.

(e Explain the process by which messages were counted for jurisdictional separations
purposes during this seven-year period. In particular, explain the assumptions
(including the time period over which information was gathered) and methodologies that
were used.

® In the event that the message counts provided in response to (d) exclude some toll
messages that appear on customer bills, provide the counts for the excluded messages
and explain why these message counts were not included in the dlocation factor used
for separating the message toll portion of OB& C Expense. Pacific Bell, for example,
should provide message counts for the billed messages associated with its invoice-
ready billing service and should explain why its dlocation factor gpparently includes
only the billed messages associated with its message-ready hilling service.”2

(o)) Identify any discrepancies that exist between the message counts provided in response
to (d) and those that were reported in ARMIS Report 43-04. Explain why these
discrepancies occurred. Similarly, identify and explain any discrepancies that exist
between the 1990 message counts provided in response to (d) and those that were
used to calculate interstate costs when initidizing price caps.

(h Explain and document how Carrier Billing and Collection Revenue was jurisdictiondly
separated during this period. If this revenue was separated based on toll message
counts, identify these counts. In the event that such counts differ from the toll message
counts discussed above, explain why. If an dternative methodology was used for
separating these revenues, identify the measurements used as a basis of dlocation.

0] Explain any ingtances where OB& C Expense is not categorized or apportioned
according to the prescribed factors and provide revised separations results reflecting
appropriate use of the prescribed factors. U SWEST, for example, seemsto have
assigned directly a portion of its OB& C Expense to the intrastate jurisdiction prior to
categorizing that expense. U SWEST should correct its separations results to reflect
use of the prescribed alocation procedures, which do not permit use of direct
assgnment.”

52. Further, we require GTE, Pacific Bdll, and U SWEST to provide the following
additiond information:

@ If any message counts or user counts that are used as a basis of dlocation remain
congtant from one year to the next, explain why. We are seeking this information
because it gppears that the companies may have used allocation factors that were

2 etter from Sheryl L. Herauf to William F. Caton, dated July 3, 1997, AAD 97-77, Pcific Bell
Petition for Expedited Waiver of Section 36.380 of the Commission's Rules, filed July 2, 1997.

73 47 C.F.R. §36.380(b).
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updated too infrequently to reflect reasonably the relative use of the billing and
callection function by different service classes. Pecific Bell, for example, should explain
why, during calendar years 1994 through 1996, the interstate share of invoice-ready
billing service revenues remained constant while the interstate share of reated
invoice-ready toll message counts varied substantialy during that period.” This
disparity seems unreasonable because Pacific Bell assertsthat it separated the revenues
from its invoice-ready billing services based on the associated message counts.”

(b) Provide work papers showing the ca culations of the OB& C exogenous change
contained in the 1997 Price Cap filing. GTE should cdculate the exogenous change
using calendar year 1996 data rather than the twelve months ended June 1996. If any
errorsin that caculation are discovered when responding to data requestsin this order,
provide a corrected calculation. We are seeking this information because it appears
that these three companies may have misca culated the exogenous change, ether by
incorrectly separating the OB& C Expense or by incorrectly apportioning that expense
among the Part 69 access e ements.

53. Werequire GTE to explain and document the methodology it used, during the period
1990 through 1996, to distribute customer services expense among the three categories prescribed by
section 36.376 of the Commission'srules. In particular, we require GTE to explain why Category 3,
All Other Customer Services Expense, grew ra})i dly during that period, increasing from 18 percent to
28 percent of total customer sarvices expense.® GTE must dso explain why Category 1, Business
Office Expense, declined ra;oidly during that period, decreasing from 60 percent to 47 percent of total
customer sarvices expense.’” We seek this information because these changes suggest that the 1996
Category 3 expense may mistakenly include a portion of business office expense that GTE had properly
assigned to Category 1in 1990. We observe that GTE's Category 3 assgnment is unusualy large
when compared to that of the RBOCs. 1n 1996, the share of customer services expensethat GTE
assigned to Category 3 was more than double the largest share assigned by any RBOC during that
year. Whereas the Category 3 expenses for individual RBOCs ranged from .03 percent to 13 percent
of customer services expense, GTE's Category 3 expense was 28 percent.”® Further, during the same
year, GTE assgned an unusudly low share of customer services expenseto Category 1. Whereas that

" Letter from B. Jeannie Fry to William F. Caton, dated July 9, 1997, AAD 97-77, Pacific Bell
Petition for Expedited Waiver of Section 36.380 of the Commission's Rules, filed July 9, 1997. Pacific
Bdll requests that the data contained in the attachments to the Ex Parte filing be trested as confidential
and proprietary.

> Letter from Sheryl L. Herauf to William F. Caton, dated July 3, 1997, AAD 97-77, Pcific Bell
Petition for Expedited Waiver of Section 36.380 of the Commission's Rules, filed July 2, 1997.

6 FCC ARMIS 43-04 Report (1990-96), Rows 7300 and 7310, for GTE Corporation.
T FCC ARMIS Report 43-04 (1990-96), Rows 7220 and 7310, for GTE Corporation.

8 FCC ARMIS Report 43-04 (1996), Rows 7300 and 7310, for Ameritech, Bell Atlantic,
BdlSouth, NYNEX, Pecific Teles's, Southwestern Bell, and U SWEST.
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share ra;ged from 70 percent to 82 percent for individua RBOCs, GTE's share was only 47
percent.

54. Further, GTE must explain why its share of user counts attributed to message toll users
decreased by more than 9 percent from 1995 to 1996.2° We seek this information because during this
same period, the RBOCs decreased their share of user counts attributed to message toll users by 2.2
percent at most and Ameritech's reported share of user counts attributed to message toll users
increased by 8 percent.®!

55. Werequire GTE and Pecific Bell to explain why the share of billed toll messages
attributed to interstate calls changed greatly between 1990 and 1996. We seek this information
because, at the end of that period, the interstate shares reported by GTE and Pecific Bell were far
lower than those reported by any other RBOC. Whereas the other RBOC:s attributed on average 46.6
percent of billed toll messages to interstate cdls for the caendar year 1996, GTE and Pacific Bell
attributed only 8.7 percent and 4.4 percent, respectively, to such cals®

56.  Specificdly, for the period 1990 through 1992, GTE should explain why itsinterstate
share of hilled messages increased from approximately 17 percent to 37 percent.®® For the year 1995,
GTE should explain why the interstate share of billed toll messages declined by 52 percent even though,
during the same year, there was an increase in the intergtate share of Carrier Billing and Collection
Revenues® For the year 1996, GTE should explain why it attributed only 8.7 percent of toll message
counts to interstate messages while it alocated 45 percent of Carrier Billing and Collection Revenuesto
the billing of intersate cdls®  Similarly, Pacific Bell should explain why its reported interstate share of
billed messages declined by gpproximately 66 percent in 1995 even though, during the same year, there
was an increasgsin the share of Carrier Billing and Collection Revenues attributed to the billing of
interstete cals.

57.  With regard to those changes in interdate shares, it seems likely that a postive
relationship should have existed between the interstate share of billed toll messages and the interdtate
share of revenues associated with the billing of those messages. Indeed, Peacific Bell acknowledges that
its Carrier Billing and Collection Revenue was separated based on the relative number of intrastate and

" FCC ARMIS Report 43-04 (1996), Rows 7220 and 7310, for Ameritech, Bell Atlantic,
BdlSouth, NYNEX, Pecific Teless, Southwestern Bell, and U SWEST.

8 FCC ARMIS Report 43-04 (1994 and 1995), Row 7241, for U SWEST.

8 FCC ARMIS Report 43-04, Row 7241 (1994 and 1995), for Ameritech, Bell Atlantic,
BdlSouth, NYNEX, Southwestern Bell, and Pecific Bell.

8 FCC ARMIS Report 43-04 (1996), Row 7252, for Ameritech, Bell Atlantic, BellSouth,
NYNEX, Pacific Tdeds, Southwestern Bell, and U SWEST.

8 FCC ARMIS Report 43-04 (1990 and 1992), Row 7252, for GTE Corporation.

8 FCC ARMIS Report 43-04 (1995), Rows 4031 and 7252, for GTE Corporation.

& FCC ARMIS Report 43-04 (1996), Rows 4031 and 7252, for GTE Corporation.

8 FCC ARMIS Report 43-04 (1994-1995), Rows 4031 and 7252, for Pacific Bell.
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interstate toll messages that it billed its customers on behdlf of other carriers® Consequently, it is
unclear why this positive relationship is not evident in GTE and Pecific Bell's data submissions. Itisaso
unclear why GTE and Pecific Bell reported decreases (of 52 percent and 66 percent, respectively) in
their 1995 interstate shares of billed toll messages that far exceed the corresponding average decrease
of 6 percent for other RBOCs® The accuracy of the interstate share of billed toll messages effects the
accuracy of exogenous change calculations because that interstate share is used to separate a portion of
OB& C Expense, as discussed above. I that interstate share is understated, as the revenues data of
GTE and Pacific Bdll seem to indicate, the interstate assgnment of OB& C Expense would be too
amadl. Inthat event, the exogenous changes contained in their 1997 Annua Access Taiff filingswould
betoo large. An understiatement of the base-period interstate assgnment prior to the rule change
would exaggerate the effect, on interstate access codts, of raising that assignment to the 33 percent level
st by the new rule. We therefore seek this information in order to evauate the accuracy of GTE and
Pecific Bell's separations of OB& C Expense and cd culations of exogenous changes.

58.  GTE should dso explain why it used the 12 months ended June 1996 rather than
caendar year 1996, in connection with its 1997 Annua Access Taiff filing, for purposes of caculating
the exogenous changes associated with the separations rule change for OB& C Expense.

59. Pecific Bell should dso explain why it used 1995 data rather than 1996 deta, in
connection with its 1997 Annud Access Taiff filing, for purposes of caculating the exogenous changes
associated with the separations rule change for OB& C Expense.

60.  Werequire U SWEST to explain why the share of user counts attributed to message
toll users decreased by 14 percent in 1995.8° This decrease seems unusualy large because, during the
same period, none of the other RBOCs had a decrease in that share exceeding 5 percent.®® Because
carriers dlocate OB& C Expense among Part 36 service categories based on user counts, as noted
above, the accuracy of these counts affects the accuracy of the separated interstate cost assignment
and, in that way, the accuracy of calculated exogenous adjustments. We aso require U SWEST to
explain why it is reasonable to make an OB& C exogenous adjustment of $845,145 to recover
additiond interstate incurred during the two-month period between May 1 and July 1, 1997.

61. Further, U SWEST should provide corrected message toll user counts for 1990. Its
reported figures show that message toll users congtituted approximately 99 percent of the total number
of billed users® That total should consist of acount of the number of customer bills on which acharge

87 Letter from Sheryl L. Herauf to William F. Caton, dated July 3, 1997, AAD 97-77, Pcific Bell
Petition for Expedited Waiver of Section 36.380 of the Commission's Rules, filed July 2, 1997.

8 FCC ARMIS Report 43-04 (1994-95), Row 7252, for Ameritech, Bell Atlantic, Bell South,
NYNEX, Southwestern Bell, and U SWEST.

8 FCC ARMIS Report (1994-95), Row 7241, for U S WEST.

% FCC ARMIS Report 43-04 (1994-95), Row 7241, for Ameritech, Bell Atlantic, Bell South,
NYNEX, Southwestern Bell, and Pecific Bdll.

% FCC ARMIS Report (1990), U SWEST, Row 7241.
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appears for message toll, exchange, private ling, and directory advertising services® Thetotal user
count for acustomer bill would be three, for example, if the bill lists charges for three of those services
(irrespective of how many charges gppear for an individua service). Hence, message toll users could
have accounted for 99 percent of the total user count in 1990, as U S West reported, only if charges
for exchange, directory advertisng, and private line services appeared on no more than 1 percent of
customer hills. The 99 percent figure therefore mideadingly implies that there were virtualy no users of
these other servicesin 1990. U SWEST should explain whether it used these incorrect countsin
cdculating its interstate OB& C expenses when initiating price caps.

[1l. CASH WORKING CAPITAL FOR CERTAIN RATE OF RETURN CARRIERS

62.  Oneof the components of the interstate rate base is an alowance for cash working
capita. LECs need thisdlowance to pay for operating expenses that are incurred prior to the receipt
of sdesrevenues. Generdly, cash working capitd is computed by determining the revenue lag and the
expense lag and multiplying the difference by the carrier's average daily expenses. Revenue lag isthe
average number of days between the date a service is provided and the date associated revenues are
collected. Expenselag isthe average number of days between the date a service is provided and the
date the expenses associated with the service are paid. The Commission has previoudy recognized a
15-day net lag period as an acceptable standard for calculating cash working capita for Class B
cariers® If the sandard 15-day allowance is not used, the carrier must conduct a lead-lag study to
determine the net lag period.

63. In the 1997 Annual Access Suspension Order, we suspended and initiated an
investigation of the annua access tariffs of PRTC and a number of Class B carriers® We found that
these LECs had not provided sufficient explanation for their cash working capital net lag periods.
Specificadly, we found that these LECs ether (1) had not provided alead-lag study and caculated a net
lag period that appeared to exceed 15 days; or (2) had conducted a lead-lag study and calculated a net
lag period significantly above the industry average.  In a separate order, we suspended and set for
investigation the proposed cash working capita requirements of Roseville Telephone Company.*®
Roseville's proposed cash working capitd calculations resulted in anet lag period that exceeded the
industry average. In Section 1V of the Order, we reconsider, on our own motion, our decision to

%2 See 47 C.F.R. §36.380(h). Although thisrule also requires TWX service to be counted, carriers
discontinued such service prior to the period for which we seek information.

% Amendment of Part 65 of the Commission's Rules to Prescribe Components of the Rate Base
and Net Income of Dominant Carriers, CC Docket No. 86-497, Order on Reconsideration, 4 FCC
Rcd 1697 (1989).

% See 1997 Annual Access Suspension Order at 167. These Class B cariersinclude:
Chillicothe Teephone Company, Concord Telephone Company, Horry Telephone Company, Virgin
Idand Telephone Company, Rock Hill Telephone Company, Home Telephone Company, Fort Mill
Telephone Company, Lancaster Telephone Company, Lufkin-Conroe Telephone Company, and Union
Telephone Company. In Roseville, we suspended and st for investigation the proposed cash working
capital requirements of Roseville Telephone Company. Rosaville's proposed cash working capitdl
caculations resulted in anet lag of 49 days.

% See 1997 Annual Access Tariff Filings, CC Docket No. 97-149, Order, DA 97-1413 (Com.
Car. Bur. July 7, 1997).
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investigate of most of these Class B carriers. We decline to investigate most of these Class B carriers
because they have now provided information that verifies that their net lags are close to 15 days.

2. Information Reguirements and Issues Designated for Investigation

64.  Although PRTC, Chillicothe, and Concord submitted ex parte filings in support of their
lead-lag Sudies, we find that this materid is insufficient to explain their proposed net lag periods. We
therefore require PRTC, Chillicothe, Concord, and Roseville to submit the lead-lag study used to
determine their proposed net lag periods. To ensure that we have sufficient information to assess the
reasonableness of the net lags proposed by these LECs, we require them to provide the information
discussed below.

65. Inits Petition, PRTC asserts that find resolution of adisputed clam can take up to 90
days and that this lengthy dispute schedule must be considered in the development of its cash working
capita requirement.® Accordingly, we direct PRTC to explain fully the dispute process referenced in
its Petition, the number of disputes PRTC handled in the 1994 calendar year,*” the length of time
needed to resolve each dispute in that year, the total amount of revenue associated with al disputesin
that year, and the percentage of total revenue that this amount reflected in that year. In addition, we
require PRTC to document and explain the 143-day expense lag for paymentsin lieu of taxes.

66.  Werequire Chillicothe to document and explain the following revenue lags. (1) NECA
carrier common line settlements including PPA (195 days); (2) OCC traffic sengtive revenue (161
days); (3) rent receivable (115 days); (4) AOS inmate services (94 days); and (5) operator services
(173 days).®® Findly, we reguire Concord and Roseville to explain fully any category of revenue with a
lag in excess of 45 days and any category of expense with alag in excess of 30 days.

V. RECONSIDERATION OF DECISION TO SUSPEND
AND INVESTIGATE CERTAIN TARIFF PROVISIONS

A. Growth Factor Calculations
1. Background

67. In the 1997 Annual Access Suspension Order, the Bureau found that NYNEX, U S
West, and Southwestern Bell's proposed tariffs raised significant questions of lawfulness because these
L ECsfailed to provide sufficient explanation of their "g" factor caculations® Based on a prdiminary
review of the record, the Bureau concluded that NYNEX, U SWest, and SWBT's proposed tariffs
gppeared to include an incorrect "g" factor caculation.

2. Discussion

% PRTC Pditionat 3-4.

9 We are requesting that PRTC provide thisinformation for the 1994 caendar year because
PRTC's lead-lag study references that year.

% Chillicothe Reply at Attachment B.
91997 Annual Access Suspension Order at 1 42.
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68.  Pursuant to Sections 1.108 and 0.291 of the Commissions rules,*® we reconsider on
our own motion, our decison in the 1997 Annual Access Suspension Order to suspend and initiate an
investigation of the growth factor caculations of NYNEX, U SWegt, and SWBT. Inresponseto the
1997 Annual Access Suspension Order, U SWest provided additiona information in an ex partefiling
on July 8, 1997.2" NYNEX and SWBT made ex parte filings on July 9, 1997,'2 and NYNEX make
an additiona ex partefiling on July 15, 1997.2% We find that the information supplied by these three
LECs provide areasonable explanation of their "g" factor calculations. We, therefore, decline to
investigate the "'g" factor calculations made by U SWest, SWBT, and NY NEX.

69. US Wed statesthat, athough growth in nonprimary access lines increased during
1996, the growth in access minutes remained stable because nonprimary access lines are not generally
used for toll caling. According to U SWes, these lines are generaly used for local calls and internet
access.’ Wefind that U S West's tatement reasonably explainsits"g" factor calculation and we,
therefore, decline to investigate thisissue.

70.  SWBT explainsthat the changeinits"g" factor was the result of adjustments made for
the remova of payphone lines and ISDN lines, and that this adjustment resulted in a decline in minutes
of use (MOU) per line growth.'® We find that SWBT's statement reasonably explains SWBT's"g"
factor caculation and we, therefore, decline to investigate this issue.

71.  Wedsofind that NYNEX provides a reasonable explanation for its"g" factor
caculaion. The record indicates that NYNEX's "g" factor declined in 1996 because the New Y ork
State Public Service Commission (NY PSC) required NYNEX to change the way it caculatesits
minutes of use per line. Prior to the NYPSC decision, NYNEX calculated the PIU for calls that lacked
jurisdictiond information by using an estimate of minutes of use per line provided by its own measured
cal data. In an order that took effect in March 1996, the NY PSC directed NYNEX accept PIU
information provided by IXCsfor cdlsthat lacked jurisdictiond information.® We find that this new
method of calculating the PIU reasonably accounts for NY NEX's reported decrease in minutes of use
in the interstate jurisdiction. X7

100 47 C.F.R. §§0.291, 1.108.

101 | etter from B. B. Nugent, U S West to William F. Caton, Acting Secretary, FCC, dated July
8, 1997 (U SWest Ex Parte Filing).

102 | etter from Mary Liz Hepburn, NYNEX to William F. Caton, Acting Secretary, FCC, dated
Jduly 9, 1997 (NYNEX July 9 Ex Parte Filing); Letter from Christine Jnes, SWBT to William F.
Caton, Acting Secretary, FCC, dated July 9, 1997 (SAVBT Ex Parte Filing).

103 | etter from Kenneth Rust, NYNEX to William F. Caton, Acting Secretary, FCC, dated July
15, 1997 (NYNEX July 15 Ex Parte Filing).

104 U SWest Ex Parte Filing at 2.
105 SWBT Reply at 11-12.

106 NYNEX July 9 Ex Parte Filing, Attachment | at 8-9.

197 \We note that there is identical language in NYNEX's F.C.C. Tariff No. 1, which requires NYNEX to accept

PIU data from interexchange carriers when there isinsufficient call detail to determine the jurisdiction of thecall. See
NYNEX F.C.C. Tariff No. 1, Section 2.3.10. Page 2-18. See also NYNEX July 9 Ex Parte Filing, Attachment | at 8,
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B. Non-Recurring Charges (NRCs)
1 Background

72.  The Commisson's NRC Order defines non-recurring charges (NRCs) as "the one-time
expenses incurred, upon the request of a customer in ingtaling, moving, rearranging or terminating an
access sarvice for theinitia receipt of aservice order to the point at which serviceis provided or
terminated."'® That Order permitted carriers that previously had assessed relaively low NRCsto raise
their rates to recover the full costs of the associated non-recurring activities. In the Suspension Order,
the Bureau found that a number of Class B LECs had failed to Jarovi de sufficient explanation for
substantia increases to their NRCs for certain rate elements.’® The Bureau suspended these LECS
proposed NRCs and set them for investigation.

2. Discussion

73.  Pursuant to Sections 1.108 and 0.291 of the Commissions rules,'° we reconsider on
our own motion our decision to suspend and investigate the reasonableness of the tariff provisions of
LECsthat include increasesin their NRCs. Following the release of the 1997 Annual Access Tariff
Suspension Order, dl carriers that increased their NRCs revised their tariff filings so thet they no longer
include these rate increases.!** Accordingly, we dedline to investigate these LECS NRCs because the
iSsUe is now moot.

C. Cash Working Capital

1. Background

74.  Asdiscussed above, cash working capita is the amount of investor-supplied funds used
to pay operating expenses incurred in the provision of services before revenues are received for such
sarvices. A 15-day net lag period has been previousl%/ recognized as an acceptable standard for
calculating cash working capita for Class B carriers'? In the Suspension Order, we suspended and

citing to, New Y ork Telephone Company, P.S.C. No. 913, Section 2.3.10, Page 20.2.

108 |nvestigation of Interstate Access Tariff Non-Recurring Charges, CC Docket No. 85-166,
Phase |, Part 3, Memorandum Opinion and Order, 2 FCC Rcd 3498 (1987) (NRC Order).

109 See 1997 Annual Access Suspension Order & §72. These LECsinclude: Buffao Valey
Teephone Company, El Paso Tdephone Company, Harrisonville Telephone Company, Home (l1linois)
Telephone Company, Mt Horeb Telephone Company, Union Telephone Company, and Wabash
Telephone Company.

10 47 C.F.R. 880.291, 1.108.

11 See Mt. Horeb Telephone Company, Transmittal No. 26, filed July 17, 1997; GVNW (on
behalf of El Paso, Harrisonville, Home (l1linois), Union, and Wabasgh), Specia Permisson No. 97-221;
ICORE (on behdf of Buffalo), Special Permisson No. 97-216.

12 Amendment of Part 65 of the Commission's Rules to Prescribe Components of the Rate Base
and Net Income of Dominant Carriers, CC Docket No. 86-497, Order on Reconsideration, 4 FCC
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initiated an investigation of the annual access tariffs of PRTC and a number of Class B carriers with
cash working capital lags periods that appeared to exceed 15 days.!*®

2. Discussion

75.  Pursuant to Sections 1.108 and 0.291 of the Commissions rules,** we reconsider on
our own motion our decison to suspend and investigete tariff provisons that include rate eements
associated with cash working capitd for the following LECs: Horry Telephone Company, Virgin Idand
Teephone Company, Rock Hill Telephone Company, Home Teephone Company, Fort Mill
Teephone Company, Lancaster Telephone Company, Lufkin-Conroe Telephone Company, and Union
Telephone Company. Each of these LECs made ex parte filings in which they provided information
sufficient to replicate their caculaions and verify that their net lag periods are dlose to 15 days.!™®
Accordingly, we decline to investigate these LECS tariff provisons that relate to cash working capital.

D. Equal Access Exogenous Adjustment

1. Background

76. In the 1997 Annual Access Tariff Suspension Order, the Bureau found that the price
cap LECs proposed tariffs raised significant questions of lawfulness because of the potentid failure to
fully remove dl of the amortized equa access expenses from their rates!'®  Sprint, Frontier
Communications of Minnesota, and Frontier Communications of lowa argue that they were not
required to make exogenous adjustments because they received waivers of the Commission Order that
required LECs to amortize certain equal access expenses.

2. Discussion

77.  Pursuant to Sections 1.108 and 0.291 of the Commissions rules,''” we reconsider on
our own motion our decision in the 1997 Annual Access Suspension Order to suspend and initiate an
investigation of the equal access exogenous adjustments for Sprint, Frontier Communi cations of
Minnesota, and Frontier Communications of lowa. We find that Sprint, Frontier Communications of
Minnesota, and Frontier Communications of 1owa are not required to make an exogenous cost

Rcd 1697 (1989).

13 See 1997 Annual Access Suspension Order at ] 67.

14 47 C.F.R. 88 0.291, 1.108.

15 See Leter from Emmanud Staurulakis, John Staurulakis, Inc. to William F. Caton, Secretary,
FCC, dated July 2, 1997 (on behaf of Home, Horry, Lancaster, Rock Hill, Fort Mill); Letter from
Gregory Vogt, Wiley, Rein, Fidding to William F. Caton, Secretary, FCC, dated July 2, 1997 (on
behdf of Virgin Idand); Letter from Benjamin H. Dickens and Raymond Quianzon to William F.
Caton, dated July 9 1997 (on behdf of Lufkin-Conroe); and Letter from Judy Trey to Alicia Dunnigan.
FCC, dated July 17, 1997 (on behalf of Union Telephone Company).

1161997 Annual Access Suspension Order at 1 36.

11747 C.F.R. 88§ 0.291, 1.108.
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decrease to account for the December 31, 1993 completion of the amortization of equal access
expenses that the Commission had required to be deferred and amortized over eight years. We make
this determination because the Commission previoudy granted these companies awaiver of any
requirement that they amortize these expenses.**®  Accordingly, we decline to investigate the equa
access expenseissuein reation to Sprint, Frontier of Minnesota, and Frontier of lowa

V. PROCEDURAL MATTERS
A. Filing Schedules

78.  Thisinvestigation will be conducted as a notice and comment proceeding. We have
designated CC Docket No. 97-149. The following companies are the parties designated to this
investigation: Ameritech Operating Company, Bell Atlantic Telephone Companies, BellSouth
Teecommunications, Inc., Frontier Communications of Minnesota and Frontier Communications of
lowa, GTE System Teephone Companies, GTE Teephone Operating Company, Aliant Comm. Co.,
Nevada Bell, New Y ork Telephone and New England Telephone and Telegraph Company,
(collectively NYNEX), Pecific Bell, Rochester Telephone Corporation, Southern New England
Teephone Company, Southwestern Bell Telephone Company, Sprint Local Telephone Companies, U
S West Communications, The Puerto Rico Telephone Company, Chillicothe Telephone Company,
Concord Telephone Company, and Roseville Telephone Company.

79.  These patiesshdl file ther direct cases no later than 30 days from the date this order is
filed. The direct cases must present the parties positions with respect to the issues described in this
Order. Pleadings responding to the direct cases may be filed no later than 15 days after LECsfile their
direct cases, and must be captioned "Oppositions to Direct Case" or "Comments on Direct Case.” The
parties may each file a"Rebuttal" to oppositions or comments no later than seven days after the date the
oppositions and comments are filed.

80.  Anorigind and six copies of dl pleadings shdl be filed with the Secretary of the
Commission. In addition, parties shdl file two copies of any such pleadings with the Competitive
Pricing Division, Common Carrier Bureau, Room 518, 1919 M Street, N.W., Washington, D.C.
20554. Parties shdl aso deliver one copy of such pleadings to the Commission's commercia copying
firm, International Transcription Service, Inc., 1231 20th Street, NW, Washington, DC 20036.
Members of the generd public who wish to expresstheir views in an informa manner regarding the
issues in this investigation may do so by submitting one copy of their comments to the Office of the
Secretary, Federal Communications Commission, 1919 M Street, N.W., Room 222, Washington,
D.C. 20554. Such comments should specify the docket number of this investigation.

81l.  All rdevant and timely pleadings will be condgdered by the Commisson. Inreaching a
decison, the Commission may take into account information and ideas not contained in pleadings,
provided that such information or awriting containing the nature and source of such information is

18 Sprint's predecessor companies, United Telephone System Companies and Centel Companies,
were granted waivers on August 18, 1987. See United Telephone System Companies Petition for
Waiver of the Commisson's Rules and Regulations Regarding the Eight Y ear Amortization Period for
Equal Access Expenses, Memorandum Opinion and Order, 2 FCC Rcd 5104 (rel. Com. Car. Bur.,
Aug. 18, 1987); Centd Companies Petition for Waiver of the Commisson's Rules and Regulations
Regarding the Eight Y ear Amortization Period for Equal Access Expenses, Memorandum Opinion and
Order, 2 FCC Rcd 1486 (rel. Com. Car. Bur., Mar. 9, 1987). Centel was a so the predecessor of
Frontier Communications of Minnesota, Inc. and Frontier Communications of 1owa, Inc.
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placed in the public file, and provided that the fact of reliance on such information is noted in the order.

B. Ex Parte Requirements

82.  Thisproceeding is deemed non-restricted under section 1.1206 of the Commission's
rules!'® Ex parte contacts (i.e., written or ord communications that address the procedura or
substantive merits of the proceeding which are directed to any member, officer, or employee of the
Commission who may reasonably be expected to be involved in the decisond processin this
proceeding) are permitted in this proceeding until the commencement of the Sunshine Agenda period.
The Sunshine Agenda period terminates when afind order is released and the find Order isissued.
Written ex par te contacts and memoranda summarizing ord ex parte contacts must be filed on the day
of the presentation with the Secretary and Commission employees receiving each presentation. For
other requirements, see generally Section 1.1200 et seq. of the Commission's Rules, 47 C.F.R. 88
1.1200 et. seq.

83.  Theinformation established in this Designation Order has been analyzed with respect to
the provisions of the Paperwork Reduction Act of 1980, as amended by the Paperwork Reduction Act
of 1995,% and found to impose no new or modified form, or information collection requirements on the
public. Implementation of any new or modified requirements will be subject to approva by the Office
of Management and Budget as prescribed by the Act.

V. ORDERING CLAUSES

84. IT ISORDERED that, pursuant to Sections 4(i), 4(j), 201(b), 203(c), 204(a), 205,
and 403 of the Communications Act, 47 U.S.C. 88 154(i), 154(j), 201(b), 203(c), 204(a), 205, and
403, and Sections 0.91 and 0.291 of the Commission'srules, 47 C.F.R. 88 0.91, 0.291, the issues s&t
forth in this Order ARE DESIGNATED FOR INVESTIGATION.

85. IT ISFURTHER ORDERED that the loca exchange carrierslisted in Appendix A
of thisOrder SHAL L BE partiesto this proceeding.

86. IT ISFURTHER ORDERED that each loca exchange carrier that isaparty to this
proceeding SHALL INCLUDE, initsdirect case, aresponse to each request for information thet it is
required to answer in this Order.

87. IT ISFURTHER ORDERED that pursuant to Sections 0.291 and 1.108 of the
Commission'srules, 47 C.F.R. 8§ 0.291, 1.108, we reconsider on our own motion our decison in the
1997 Annual Access Tariff Suspension Order to sugpend and investigete tariff provisons that include
rate d ements associated with cash working capita for Horry Telephone Company, Virgin Idand
Teephone Company, Rock Hill Telephone Company, Home Teephone Company, Fort Mill
Teephone Company, Lancaster Telephone Company, Lufkin-Conroe Telephone Company, and Union
Teephone Company and, for the reasons sated herein, we decline to investigate these LECS tariff
provisions that relate to cash working capital.

19 47 CF.R. 8§ 1.1206.
12044 U.S.C. 88 3501-3520.
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88. IT ISFURTHER ORDERED that pursuant to Sections 0.291 and 1.108 of the
Commisson'srules, 47 C.F.R. 88 0.291, 1.108, we reconsider on our own motion our decision in the
1997 Annual Access Tariff Suspension Order to suspend and investigate tariff provisons of LECs
that include increases in their nonrecurring charges and, for the reasons stated herein, we decline to
investigate these LECS nonrecurring charges.

89. ITISFURTHER ORDERED that pursuant to Sections 0.291 and 1.108 of the
Commisson'srules, 47 C.F.R. 88 0.291, 1.108, we reconsider on our own motion our decision in the
1997 Annual Access Tariff Suspension Order to suspend and investigate the growth factor
caculaions of NYNEX, U SWest, and SWBT and, for the reasons specified herein, we decline to
investigate the growth factor caculations made by these LECs.

90. ITISFURTHER ORDERED that pursuant to Sections 0.291 and 1.108 of the
Commisson'srules, 47 C.F.R. 88 0.291, 1.108, we reconsider on our own motion our decision in the
1997 Annual Access Tariff Suspension Order to suspend and investigate the equal access exogenous
cost expensesin relaion to Sprint Local Telephone Companies, Frontier Communications of
Minnesota, and Frontier Communications of lowa.

FEDERAL COMMUNICATIONS COMMISSION

A. Richard Metzger, Jr., Deputy Chief
Common Carrier Bureau
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APPENDIX A
LOCAL EXCHANGE CARRIER SUBJECT TO THISINVESTIGATION

Ameritech Operating Company

Bdl Atlantic Telephone Companies
BdlSouth Tdecommunications, Inc.

Frontier Communicetions of Minnesota
Frontier Communications of lowa

GTE Sysem Teephone Companies

GTE Telephone Operating Company

Aliant Comm. Co.

Nevada Bdll

New Y ork Telephone and New England Telephone and Telegraph Company
Pecific Bl

Rochester Telephone Corporation

Southern New England Telephone Company
Southwestern Bell Telegphone Company
Sprint Loca Telephone Companies

U S West Communications

The Puerto Rico Telephone Company
Chillicothe Telephone Company

Concord Telephone Company

Rosaville Telephone Company



APPENDIX B
Calculation of BFP Revenue Requirement and Adjustments
I ntroduction

In this appendix, we provide ingtructions to the price cap LECs subject to thisinvestigation for
caculating their actua BFP revenue requirements, and for adjusting data for changesin Commission
rules as required by the Designation Order. Our ingructions for caculating actual BFP revenue
requirements are based on the methodology used by Bdll Atlantic inits 1997-98 Annual Access Taiff
filing. Price cap LECs are reguired to follow the ingtructions set forth below, but are freetofile
additiond caculations usng dternative methodologies if they desire. If aLEC files additiond BFP
revenue requirements using an dternative caculation, it mugt include a thorough explanation of why its
caculation produces a more accurate result than our approach.

BFP Revenue Requirement

To develop higtorical trends of LEC BFP revenue requirements, we require LECsto follow Bell
Atlantic's method of calculating actua BFP revenue requirements using ARMIS 43-01 data, columns k
and m.! We require actua BFP revenue requirements to be calculated in the following manner:2

BFP Revenue Requirement = Total Operating Expenses (1190) + Totd Other Taxes (1490) + Net
Federal Income Taxes + [(Average Net Investment (1910)) * (0.1125)] + Uncollectible Revenues
(1060) - Miscellaneous Revenues (1040) - Other Operating Income/Loss (1290) + Total Non-
Operating Items (1390).

Net Federd Income Taxes are caculated as follows:

FIT = [{ (Average Net Investment (1910) * 0.1125) - Fixed Charges (1510) + IRS Income
Adjustments (1520) + FCC Taxable Income Adjustments (1530) - ITC Amortization (1540) - FCC
ITC Adjustment (1550)} * (.35/.65)] - ITC Amortization (1540) - FCC ITC Adjustment (1550).

The line number from ARMIS Report 43-01 is listed in parentheses.

ARMIS 43-01 (column k), does not report values for Totd Other Taxes (1490), Uncollectible
Revenues (1060), and Miscellaneous Revenues (1040). In order to include vaues for these categories
in BFP revenue requirement calculations, we require price cap LECsto caculate theratio of Totd
Operating Expenses (1190) from column k (BFP) to Totd Operating Expenses (1190) from column m
(common line). LECs shdl then multiply Total Other Taxes (1490), Uncollectible Revenues (1060),
and Miscdlaneous Revenues (1040) from column m by thisratio to estimate these vaues for their BFP
revenue requirement calculetions.

! In making its projections, Bell Atlantic adjudtsits projections for deferred taxes and investment tax
credits. We smply calculate BFP revenue requirements and do not adjust for these changes.
According to Bell Atlantic's caculations, these effects are rdaively smadl in magnitude,

2 Those price cap LECs that have not filed datawith ARMIS over the entire 1991-1996 period
shdl use company data to fulfill this request for yearsin which they were not included in the ARMIS

report.



To cdculae return on investment, we require LECs to cal culate average annua net invessiment by
taking the average of each year's quarterly data on average net investment. For 1996, where ARMIS
reports only annua data, LECs shall use the year-end number reported in ARMIS.

Adjustmentsto BFP Revenue Requirements

In the Designation Order we require price cap LECs subject to this investigation to develop a series of
BFP revenue requirements for calendar years 1991-1996 that is cons stent with Commission rulesin
effect on December 30, 1996. Below, we provide indructions for calculating adjustments for changes
in our payphone rules, dlocation of generd support facilities (GSF), and to the subscriber plant factor
(SPF) to BFP revenue requirements. To facilitate our investigation of BFP, we require dl carriersto
file caculations that use the methodol ogies described below.

Payphone Adjustment

The Payphone Order required that al costs associated with public payphone lines be added to BFP.
Prior to the Payphone Order, the cost of payphone lines were excluded from BFP. Thus, BFP
revenue requirement projections must be adjusted upward to account for the inclusion of payphone
loops. Each LEC subject to thisinvestigation shall caculate the impact the Payphone Order would
have had on its BFP revenue requirement in caendar 1996, and shdl report two BFP revenue
requirements for 1996 -- one where payphone lines are included in BFP, and another excluding
payphone lines. Each LEC shdl then adjust its projection for tariff year 1997-98 upward by multiplying
its projection, absent payphone lines, by the ratio of calendar year 1996's BFP revenue requirement
with payphones to the BFP revenue requirement excluding payphones? If a LEC used data from 1995
initsfiling in response to the Payhone Order to calculate the impact changes in our payphone rules had
on BFP, these carriers should refile those caculaions in response to this investigation. Additionaly,
LECsarerequired to show explicitly how their most recent multi-line business and single-line business
end-user demand projections are affected by the Payphone Order.

GSF Adjustment

Effective July 1, 1993, we required LECs to reallocate costs associated with General Support
Facilities. Thischangein our rulesincreased cogts dlocated to BFP, and thus increased BFP revenue
requirements. To compare BFP revenue requirements using accounting data prior to the change in GSF
adlocations with those including this change, we require LECs to adjust their accounting data for
caendar years 1991, 1992, and the firgt half of 1993 for changes in the allocation of GSF. We,
therefore, require LECs to submit two BFP revenue requirement caculations for caendar year 1993.
The firgt should include the GSF adjustment for the entire caendar year, and the second shdl exclude
the GSF adjustment. Because the changes became effective on July 1, 1993, we require LECsto add
one-hdf of the GSF adjustment for calendar year 1993 to its unadjusted 1993 BFP revenue
requirement. For 1991 and 1992, the LECs shdl multiply the ratio of 1993's GSF adjusted BFP
revenue requirement to the unadjusted BFP revenue requirement of 1992 (1991) by 1992's (1991's)
BFP revenue requirement.

Subscriber Plant Factor (SPF) Adjustments
Section 36.154 of our rules gpportions the cost of exchange line cable and wire facilities among Sate

and interstate jurisdictions. Section 36.154 () requires dl carriers to alocate 25 percent of the costs
assigned to subscriber or common lines that are jointly used for local exchange service and exchange

3 Asdiscussed in the Designation Order, LECs shdl only adjust their tariff year 1997/1998
projections for the change in our rules addressing payphones.



access for the state and interstate interexchange services shall be assgned to the interstate jurisdiction.
Section 36.154 (d)-(f) prescribes a phase-in to this dlocation. Thus, several LECs may have been
alocating more or less than 25 percent of their exchange line cable and wire facilities to the interstate
jurisdiction during some portion of our BFP study. Asin the case of GSF, we must ensure that each
BFP revenue requirement in an adjusted series uses dlocates cost in the same way for each period in
the entire series. We therefore require LECsto calculate their actua interstate BFP revenue
requirements for the years 1991-1996 using the 25 percent alocator.
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