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. INTRODUCTION

1. Inthis Order, we revise the rules that govern the provision of interstate access services
by those incumbent local exchange carriers (ILECs) subject to price cap regulation (collectively,
"price cap LECs")* to advance the pro-competitive, de-regulatory national policies embodied in
the Telecommunications Act of 1996 (1996 Act).> With these revisions, we continue the process
the Commission began in 1997, with the Access Reform First Report and Order, to reform
regulation of interstate access charges in order to accelerate the development of competition in all
telecommuni cations markets and to ensure that our own regulations do not unduly interfere with
the operation of these markets as competition devel ops.?

2. Inthe Access Reform First Report and Order, the Commission adopted a primarily
market-based approach to drive interstate access charges toward the costs of providing these
services.* The Commission envisioned that this approach would enable it to give carriers
progressively greater flexibility to set rates as competition develops, until competition gradually
replaces regulation as the primary means of setting prices.® In this Order, the Commission fulfills
its commitment to provide detailed rules for implementing the market-based approach, pursuant

! The Commission instituted price cap regulation for the Regional Bell Operating Companies (BOCs) and GTE
in 1991, and permitted other LECs to adopt price cap regulation voluntarily, subject to certain conditions. Policy
and Rules Concerning Rates for Dominant Carriers, CC Docket No. 87-313, Second Report and Order, 5 FCC Rcd
6786, 6818-20 (LEC Price Cap Order). We emphasize that this Order applies only to price cap LECs. As stated
in the Access Reform First Report and Order, the Commission intends to address interstate access charge reform
for rate-of-return LECs in a separate proceeding. Access Reform First Report and Order, 12 FCC Red 16125-26.
On June 4, 1998, the Commission released a Notice of Proposed Rulemaking initiating a comprehensive review of
access charge reform for rate-of-return LECs. Access Charge Reform for Incumbent Local Exchange Carriers
Subject to Rate-of-Return Regulation, CC Docket No. 98-77, Notice of Proposed Rulemaking, 13 FCC Rcd 14238
(1998) (Rate of Return Access Reform NPRM).

2 Telecommunications Act of 1996, Pub. L. No. 104-104, 110 Stat. 56, codified at 47 U.S.C. § 151 et seq.

3 See Access Reform First Report and Order, 12 FCC Red at 15985, 16094. A list of parties submitting
comments in response to various proceedings related to access reform isincluded at Appendix A. Thelist
identifies the specific proceeding and how each commenter isidentified in the text of thisitem. Unless otherwise
noted, all cites to comments and replies refer to comments and replies submitted in response to Access Charge
Reform, CC Docket No. 96-262, Notice of Proposed Rulemaking, 11 FCC Rcd 21354 (1996) (Access Reform
NPRM).

4 Access Reform First Report and Order, 12 FCC Rcd at 16094. The Commission also adopted a " prescriptive
backstop” to its market-driven approach: it required all price cap LECsto file cost studies no later than February
8, 2001, to demonstrate the forward-looking cost of providing those services that remain subject to price cap
regulation. Id. at 16096-97.

® 1d. at 15989, 16094-95.
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to which price cap LECs would receive pricing flexibility in the provision of interstate access
services as competition for those services develops.®

3. The pricing flexibility framework we adopt in this Order is designed to grant greater
flexibility to price cap LECs as competition develops, while ensuring that: (1) price cap LECs do
not use pricing flexibility to deter efficient entry or engage in exclusionary pricing behavior; and
(2) price cap LECs do not increase rates to unreasonable levels for customers that lack
competitive alternatives. In addition, these reforms will facilitate the removal of services from
price cap regulation as competition develops in the marketplace, without imposing undue
administrative burdens on the Commission or the industry.

4. Specificaly, this Order grants immediate pricing flexibility to price cap LECsin the
form of streamlined introduction of new services, geographic deaveraging of rates for servicesin
the trunking basket, and removal, upon implementation of toll dialing parity, of certain interstate
interexchange services from price cap regulation. We also establish aframework for granting
price cap LECs greater flexibility in the pricing of all interstate access services once they satisfy
certain competitive criteria. In Phase |, we alow price cap LECsto offer contract tariffs and
volume and term discounts for those services for which they make a specific competitive showing.
In Phase 11, we permit price cap LECsto offer dedicated transport and special access services free
from our Part 69 rate structure and Part 61 price cap rules, provided that the LECs can
demonstrate a significantly higher level of competition for those services.

5. We address additional pricing flexibility proposals in the Notice of Proposed
Rulemaking (Notice) portion of thisitem. We seek comment on proposals for geographic
deaveraging of the rates for services in the common line and traffic-sensitive baskets. We aso
invite comment on the appropriate triggers for granting Phase |1 relief for services in the common
line and traffic-sensitive baskets, as well as for the traffic-sensitive parts of tandem-switched
transport service.

6. In addition to adopting rules to implement the market-based approach to access
reform, we take this opportunity to re-examine the rate structure for the local switching service
category of the traffic-sensitive basket. Accordingly, in the Notice, we seek comment on a
number of proposed changes to the rate structure so that it better replicates the operation of a
competitive market. Generally, we invite parties to discuss proposed revisions to our rules that
would require price cap LECs to develop capacity-based local switching charges rather than per-
minute charges. We also solicit comment on whether the traffic-sensitive price cap index (PCI)
formula should be modified. For the same reasons that we consider revising the local switching
rate structure, we also seek comment on whether similarly to revise the rate structure for tandem-
switched transport.

® 1d. at 15989, 16106.
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7. Findly, we deny a petition for declaratory ruling filed by AT& T requesting that the
Commission confirm that interexchange carriers (IXCs) may elect not to purchase switched access
services offered under tariff by competitive local exchange carriers (CLECS).” We decline to
address AT& T's concernsin a declaratory ruling; however, we find that AT& T's petition and
supporting comments suggest a need for the Commission to revisit the issue of CLEC access
rates. Therefore, in the Notice, we initiate a rulemaking regarding the reasonableness of these
charges and whether the Commission might adopt rules to address, by the least intrusive means,
any failure of market forces to constrain CLEC access charges.

II. BACKGROUND AND SUMMARY
A. Price Cap Regime
1. Background

8. To recover the costs of providing interstate access services, incumbent LECs charge
IXCs and end users for access services in accordance with our Part 69 access charge rules® Part
69 establishes two basic categories of access services: specia access services and switched access
services. Special access services do not use local switches; instead they employ dedicated
facilities that run directly between the end user and the IXC's point of presence (POP).° Switched
access services, on the other hand, use local exchange switches to route originating and
terminating interstate toll calls. The Commission has not prescribed specific rate elementsin Part
69 for special access services.® Part 69 does establish specific switched access elements and a
mandatory switched access rate structure for each element.**

9. Interoffice transmission services, known as transport services, carry interstate switched
access traffic between an I XC's POP and the end office that serves the end user customer.
Incumbent LEC transmission facilities that carry switched interstate traffic between an IXC's POP
and the incumbent LEC end office serving the POP (this office is called the serving wire center, or

" Petition for Declaratory Ruling filed by AT& T Regarding I nterexchange Carrier Purchases of Switched
Access Services Offered by Competitive Local Exchange Carriers (Oct. 23, 1998) (AT& T Declaratory Ruling
Petition).

8 47 C.F.R. Part 69.

® A POPisthe physical point where an IXC connects its network with the LEC network.

10 Access Reform NPRM, 11 FCC Red at 21367.

1 d. at 21367.
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SWC), are known as entrance facilities.® Incumbent LECs currently offer two types of interstate
switched transport service between a SWC and an end user's end office. Under the first service,
direct-trunked transport, calls are transported between the SWC and the end office by means of a
direct trunk, a dedicated facility, that does not pass through an intervening switch.™®* The second
service, tandem-switched transport, routes calls from the SWC to the end office through a tandem
switch located between the SWC and the end office. Traffic travels over a dedicated circuit from
the SWC to the tandem switch and then over a shared circuit, which carries the calls of many
different 1XCs, from the tandem switch to the incumbent LEC end office® Incumbent LEC
tandem switches and end office switches switch interstate traffic between the transport trunks
carrying traffic to and from the I XC POPs and the end users' local |oops.

10. Chargesfor special access services generaly are divided into channel termination
charges and channel mileage charges. Channel termination charges recover the costs of facilities
between the customer's premises and the LEC end office and the costs of facilities between the
IXC POP and the serving wire center. Channel mileage charges recover the costs of facilities
(also known as interoffice facilities) between the serving wire center and the LEC end office
serving the end user.

2. Price Caps

11. In 1990, the Commission replaced rate-of-return regulation for the BOCs and GTE
with an incentives-based system of regulation that encourages companies to:
(2) improve their efficiency by developing profit-making incentives to reduce costs; (2) invest
efficiently in new plant and facilities; and (3) develop and deploy innovative service offerings.™
The price cap plan is designed to replicate some of the efficiency incentives found in fully
competitive markets and to act as atransitional regulatory scheme until actual competition makes
price cap regulation unnecessary.*®

2 See 47 C.F.R. § 69.110 (requiring LECs to impose flat-rated charges on IXCs to recover the costs of entrance
facilities).

13 See 47 C.F.R. §69.112 (requiring LECs to impose a flat-rated charge on IXCs to recover the costs of direct-
trunked transport).

14 See 47 C.F.R. 8 69.111 (prescribing a three-part rate structure for LEC recovery from IXCs of tandem-
switched transport costs: aflat-rated charge for the dedicated facility from the LEC serving wire center to the
tandem switch, a per-minute tandem switching charge, and a per-minute charge for common transport from the
tandem switch to the LEC end office).

> Price Cap Performance Review for Local Exchange Carriers, CC Docket No. 94-1, Second Further Notice of
Proposed Rulemaking, 11 FCC Rcd 858, 863 (1995) (Price Cap Second FNPRM). As noted supra at Section |,
other local exchange carriers could opt into price cap regulation. 1d.

!¢ Rules governing price cap LECs are set forth in Part 61 of our rules. 47 C.F.R. Part 61.

7
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12. Under the original price cap plan, interstate access services were grouped into four
different baskets: the common line, traffic-sensitive, special access, and interexchange baskets.'’
In the Second Transport Order, the Commission combined transport and special access services
into the newly created trunking basket.®* Each basket is subject to a price cap index (PCl), which
caps the total charges a LEC may impose for interstate access servicesin that basket.’* The PCI
is adjusted annually by a measure of inflation minus a "productivity factor," or "X-Factor."®* A
separate adjustment is made to the PCI for "exogenous' cost changes, which are changes outside
the carrier's control and not otherwise reflected in the price cap formula.®

13. Within the traffic-sengitive and trunking baskets, services are grouped into service
categories and subcategories. Rate revisions for these services are limited by upper and, in the
original price cap plan, lower pricing bands established for that particular service? Origindly, the
pricing band limits for most of the service categories and subcategories were set at five percent
above and below the Service Band Index (SBI).?® In 1995, however, the Commission increased
the lower pricing bands to ten percent for those service categories in the trunking and traffic-
sensitive baskets and 15 percent for those services subject to density zone pricing.?* These pricing

Y LEC Price Cap Order, 5 FCC Rcd at 6788. Originally, interexchange services were to be included in the
basket containing special access offerings; however, the Commission concluded that combining these services into
one basket "raised issues concerning the flow-through of exogenous costs that can be solved by separating the
interexchange activity from interstate access.” 1d. Accordingly, the Commission created the interexchange basket
for those LECs that offer interexchange services. Id.

8 Transport services originally were placed in the traffic-sensitive basket. Transport Rate Structure and
Pricing, CC Docket No. 91-213, Second Report and Order, 9 FCC Rcd 615, 622 (1994) (Second Transport Order).

¥ d.

% Price Cap Second FNPRM, 11 FCC Rcd at 863. For a complete discussion of the "X-Factor," see Price Cap
Performance Review, 10 FCC Rcd at 9005-6; see also Price Cap Performance Review for Local Exchange Carriers,
CC Docket No. 96-262, Fourth Report and Order, 12 FCC Rcd 16642 (1997) (Price Cap Fourth Report and
Order), aff'd in part, rev'd in part, U.S. Telephone Assn v. FCC, --- F.3d ----, 1999 WL 317035 (D.C.Cir. May 21,
1999) (NO. 97-1469).

2 LEC Price Cap Order, 5 FCC Rcd at 6792.

2 1993 Annual Access Tariff Filings, CC Docket No. 93-193, Phase I, Part 2, Memorandum Opinion and
Order, 12 FCC Rcd 6277, 6286 (1997); see also Access Reform NPRM, 11 FCC Rcd at 21372; Price Cap Second
FNPRM, 11 FCC Rcd at 864. We note that there are no upper and lower banding requirements imposed on the
common line basket and the interexchange baskets. LEC Price Cap Order, 5 FCC Rcd at 6811.

% 1993 Annual Access Tariff Filings, CC Docket No. 93-193, Phase I, Part 2, Memorandum Opinion and
Order, 12 FCC Rcd 6277, 6286 (1997). The SBI is a subindex of the prices for each category or subcategory.

# Price Cap Performance Review for Local Exchange Carriers, CC Docket No. 94-1, First Report and Order,

10 FCC Rcd 8961, 9129-30, 9141 (1995) (Price Cap Performance Review). Density zone pricing is a system that
permits LECs to reduce gradually rates in geographic areas that are less costly to serve, and to increase ratesin

8
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bands give price cap LECs the ability to raise and lower rates for elements or services aslong as
the actual price index (API)® for the relevant basket does not exceed the PCI for that basket, and
the prices for each category of services within the basket are within the established pricing
bands.?® Together, the PCI and pricing bands restrict a price cap LEC's ability to offset price
reductions for services that are subject to competition with price increases for services that are
not subject to competition.?’

B. Pricing Flexibility

14. When it adopted the LEC Price Cap Order in 1990, the Commission required price
cap LECsto offer al interstate specia and switched access services at geographically averaged
rates for each study area.® Since that time, the Commission has taken significant steps to increase
the LECs pricing flexibility and ability to respond to the advent of competition in the exchange
access market. In the Soecial Access and Switched Transport Expanded Interconnection Orders,
the Commission permitted L ECs to introduce density zone pricing for high capacity specia access
and switched transport services in astudy area, provided that they could demonstrate the presence
of "operational" special access and switched transport expanded interconnection arrangements
and at least one competitor in the study area.”® The Commission also permitted price cap LECs to

areas that are more costly to serve. Transport Rate Structure and Pricing, CC Docket No. 91-213, Third
Memorandum Opinion and Order on Reconsideration, 10 FCC Rcd 3030, 3042 (1994). Asdiscussed in more
detail below, the Commission subsequently eliminated the lower service band indices. Seeinfra Section 11.B.

% The"actual priceindex" is aweighted index of the rates that a price cap carrier is charging, or proposes to
charge, for the servicesin a particular basket. See 47 C.F.R. 88 61.3(b), 61.46.

% Access Reform NPRM, 11 FCC Rcd at 21372, 21485.

% The ability of aprice cap LEC to raise rates for some services as a result of rate reductions for other services
within the same basket or band is referred to as "headroom.”

% LEC Price Cap Order, 5 FCC Rcd at 6788 (1990) (LEC Price Cap Order); see also Price Cap Second
FNPRM, 11 FCC Rcd at 866.

# Expanded Interconnection with Local Telephone Company Facilities; Amendment of the Part 69 Allocation
of General Support Facility Costs, CC Docket Nos. 91-141 and 92-333, Report and Order, 7 FCC Rcd 7369, 7454
n.411 (1992) (Special Access Expanded Interconnection Order), vacated in part and remanded, Bell Atlantic Tel.
Cos. v. FCC, 24 F.3d 1441 (D.C. Cir. 1994); Expanded Interconnection with Local Telephone Company Facilities,
9 FCC Rcd 5154, 5196 (1994) (Virtual Collocation Order); Switched Transport Expanded Interconnection with
Local Telephone Company Facilities, CC Docket No. 91-141, Second Report and Order and Third Notice of
Proposed Rulemaking, 8 FCC Rcd 7374, 7425-32 (1993) (Switched Transport Expanded Interconnection Order),
aff'd, Virtual Collocation Order, 9 FCC Rcd 5196; see also Section V, infra. "Expanded interconnection” refersto
the interconnection of one carrier's circuits with those of a LEC at one of the LEC's wire centers so that the carrier
can provide certain facilities-based access services. See Virtual Collocation Order, 9 FCC Rcd at 5158. An
expanded interconnection offering is deemed "operational” when at |east one interconnector has taken a switched
cross-connect element. Switched Transport Expanded Interconnection Order, 8 FCC Rced at 7426-27.

9
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offer volume and term discounts for special access and switched transport services upon specific
competitive showings.*

15. Subsequently, the Commission eiminated the lower service band indices, concluding
that this action would lead to lower prices and encourage LECs to charge rates that reflect the
underlying costs of providing exchange access services.® The Commission found that the PCI
and upper pricing bands adequately control predatory pricing and that greater downward pricing
flexibility would benefit consumers both directly through lower prices and indirectly by
encouraging only efficient competitive entry.*

16. In that same order, the Commission aso relaxed the procedures for introducing new
switched access services, in response to arguments that new services and technol ogies do not fit
the Part 69 rate structure requirements.® The Commission prescribed the original rate structure
for introducing new switched access servicesin 1983.* At that time, incumbent LECs were
required to file a Part 69 waiver each time they wanted to introduce a new rate element for
switched access service that did not conform to the prescribed switched access rate structure.® A
Part 69 waiver required incumbent LECs to demonstrate that "special circumstances warrant
deviation from the general rule and that such deviation will serve the public interest."* Incumbent

% Special Access Expanded Interconnection Order, 7 FCC Rcd at 7463; Switched Transport Expanded
Interconnection Order, 8 FCC Rcd at 7435. The Commission allowed LECs to offer volume and term discounts
for switched transport services in a study area upon demonstration of one of the following conditions: (1) 100
DS1-equivalent switched cross-connects (i.e., the cabling inside the LEC central office that connects the LEC
network to the collocated equipment dedicated to a competitive access provider using expanded interconnection)
are operational in the Zone 1 offices in the study area; or (2) an average of 25 DS1-equivalent switched cross-
connects per Zone 1 office are operational. In study areas with no Zone 1 offices, volume and term discounts may
be implemented once five DS1-equivalent switched cross-connects are operational in the study area. Switched
Transport Expanded Interconnection Order, 8 FCC Rcd at 7435.

3 Access Reform NPRM, 11 FCC Red at 21487.

2 d.

% 1d. at 21488.

% See 47 C.F.R. Part 69; see also MTS and WATS Market Structure, CC Docket No. 78-72, Phase |, Third
Report and Order, 93 FCC 2d 241 (1983) (Access Charge Order). The Commission has not prescribed a special
access rate structure. Access Charge Order, 93 FCC 2d at 314-15.

% Section 1.3 permits the Commission to grant waivers of any of its rules if "good cause therefor is shown." 47
CFR.813.

% See Northeast Cellular Telephone Company v. FCC, 897 F.2d 1164, 1166 (D.C. Cir. 1990) (Northeast
Cellular); WAIT Radio v. FCC (WAIT Radio), 418 F.2d 1153 (D.C. Cir. 1969) ("Good cause" is interpreted to
reguire petitioners to show that "special circumstances warrant deviation from the general rule and such deviation
will serve the public interest.”)

10
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LECs aso had to comply with the "new services' test, which required an incumbent LEC to
demonstrate that its tariffed rates for new services would recover no more than the carrier's direct
costs of providing the service, plus a reasonable amount of overhead, and no less than the carrier's
direct costs of providing the service®* Finally, incumbent LECs were directed to file their tariffs
introducing a new service on at least fifteen days notice and to incorporate the new service into
the appropriate price cap basket and indices within six to eighteen months after the new service
tariff became effective.®

17. The Commission found that the Part 69 rate structure imposed a costly, time-
consuming, and unnecessary burden on incumbent LECs and significantly impeded the
introduction of new services.* Accordingly, the Commission modified the Part 69 rate structure
rulesto permit an incumbent LEC to introduce a new service by filing a petition based on a
"public interest" standard that is easier to satisfy than the general standard applicable to waivers of
the Commissions rules.* In addition, under the new rules, once an initial incumbent LEC has
satisfied the public interest requirement for establishing new rate elements for a new switched
access service, another incumbent LEC may file a petition seeking authority to introduce an
identical new service, and its petition will be reviewed within ten days of the release of a Public
Notice. The LEC may introduce the new rate element following the ten-day period, unless the
Common Carrier Bureau (the Bureau) informs the LEC before that time that its new service does
not qualify for "metoo” treatment.**

18. The Commission aso recognized that additional modifications to the Part 69 rate
structure could increase consumer choice, streamline regulation, and increase consumer welfare

% A new serviceis one that expands the range of service options available to a customer. Inthe LEC Price
Cap Order, the Commission concluded that it would not limit the definition of "new services' to services that
employ a new technology or functional capability. LEC Price Cap Order, 5 FCC Rcd at 6824; seealso 47 C.F.R. 8§
61.49(f)(2); Amendments of Part 69 of the Commission's Rules Relating to the Creation of Access Charge
Subelements for Open Network Architecture, CC Docket Nos. 89-79 and 87-313, Report and Order and Order on
Further Reconsideration and Supplemental Notice of Proposed Rulemaking, 6 FCC Rcd 4524, 4531 (1991)
(adopting the direct cost test); Amendments of Part 69 of the Commission's Rules Relating to the Creation of
Access Charge Subelements for Open Network Architecture, CC Docket Nos. 89-79 and 87-313, Memorandum
Opinion and Order on Second Further Reconsideration, 7 FCC Rcd 5235, 5237 (1992) (eliminating the pre-
existing net revenue test as superfluous).

% See Implementation of Section 402(b)(1)(A) of the Telecommunications Act of 1996, CC Docket No. 96-187,
Report and Order, 12 FCC Rcd 2170, 2203 (1997) (Tariff Sreamlining Order) (LECs must file their tariffs
introducing a new service on at least fifteen days notice.); 47 C.F.R. § 61.43 (Tariffs introducing a new service
must be incorporated into the appropriate price cap basket and indices within six to eighteen months after the new
service tariff takes effect.)

% Access Reform NPRM, 11 FCC Red at 21490.

“ 1d.; see also 47 C.F.R. § 69.4(g).

4 Access Reform NPRM, 11 FCC Rcd at 21490.

11



Federal Communications Commission FCC 99-206

by increasing incentives for innovation.* The Commission, therefore, sought comment on
whether to permit price cap LECs to establish new switched access rate elements without prior
approval.”® The Commission also invited comment on whether to eliminate the new services test
and permit LECs to offer new services free from price cap regulation.** In the Access Reform
First Report and Order, the Commission deferred resolution of these issues, as well as other
issues concerning the timing and degree of pricing flexibility, to a future report and order.*

C. Summary
1. Pricing Flexibility

19. Since the release of the Access Reform First Report and Order, we have re-examined
the record generated in response to the Access Reform NPRM and the Price Cap Second
FNPRM; we have observed competition develop in the marketplace; and we have invited parties
to update and refresh the record relating to access charge reform to reflect any changes that may
have taken place since May 1997.% In addition, we have received and reviewed several petitions
(and the associated records) from BOCs seeking pricing flexibility in the form of forbearance from
dominant carrier regulation in the provision of certain special access and high capacity services.*’
Although our current price cap regime gives LECs some pricing flexibility and considerable
incentives to operate efficiently, significant regulatory constraints remain. As the market becomes
more competitive, such constraints become counter-productive. We recognize that the variety of
access services available on a competitive basis has increased significantly since the adoption of
our price cap rules. Therefore, in response to changing market conditions, we grant price cap
LECsimmediate flexibility to deaverage servicesin the trunking basket and to introduce new
services on a streamlined basis. We aso remove certain interstate interexchange services from
price cap regulation upon implementation of intra- and interLATA toll dialing parity, and we
establish aframework for granting price cap LECs further pricing flexibility upon satisfaction of

2 1d. at 21440-41.

2 1d.

“1d.

“ Access Reform First Report and Order, 12 FCC Rcd at 16094.

% Commission Asks Parties to Update and Refresh the Record for Access Charge Reform and Seeks Comment
on Proposals for Access Charge Reform Pricing Flexibility, CC Docket No. 96-262, Public Notice, 13 FCC Rcd
21522 (1998) (October 5 Public Notice).

47 In the order that they were filed, these forbearance petitions are: U S West Forbearance Petition (Phoenix),
CC Docket No. 98-157 (filed Aug. 24, 1998); SBC Communications, Inc. Forbearance Petition, CC Docket No, 98-
227 (filed Dec. 7, 1998); U S West Forbearance Petition (Seattle), CC Docket No. 99-1 (filed Dec. 30, 1998); Bell

Atlantic Telephone Companies Forbearance Petition, CC Docket No. 99-24 (filed Jan. 20, 1999); and Ameritech
Forbearance Petition, CC Docket No. 99-65 (filed Feb. 5, 1999).

12
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certain competitive showings and seek comment on additional flexibility for certain switched
access Services.

a. Immediate Regulatory Relief

20. Asdiscussed above, the original rate structure for interstate switched transport
services required price cap LECsto charge averaged rates throughout a study area.*® The
Commission subsequently found that this requirement forced LECs to price above cost in the
high-traffic, lower-cost areas where competition is more likely to develop.”® In the Switched
Transport Expanded Interconnection Order, therefore, the Commission created a density zone
pricing plan that allows some degree of deaveraging of rates for switched transport services.®
The Commission concluded that relaxing the pricing rules in this manner would enable price cap
L ECs to respond to increased competition in the interstate switched transport market.>

21. Although the density zone pricing plan afforded some pricing flexibility to price cap
LECs, it contained several constraints, such as the increased scrutiny applicable to plans with
more than three zones. We now conclude that market forces, as opposed to regulation, are more
likely to compel LECs to establish efficient prices. Accordingly, for purposes of deaveraging
rates for servicesin the trunking basket, we eliminate the limitations inherent in our current
density zone pricing plan and alow price cap LECs to define the scope and number of zones
within a study area, provided that each zone, except the highest-cost zone, accounts for at least
15 percent of the incumbent LEC's trunking basket revenues in the study area and that annual
price increases within a zone do not exceed 15 percent. In addition, we eliminate the requirement
that LECsfile zone pricing plans prior to filing their tariffs.

22. We also permit price cap LECs to introduce new services on a streamlined basis,
without prior approval. Generaly, we modify the Commission's rules to eliminate the public
interest showing required by Section 69.4(g) and to eliminate the new services test (except in the
case of loop-based new services) required under Sections 61.49(f) and (g).>* These modifications
will eliminate the delays that now exist for the introduction of new services as well as encourage
efficient investment and innovation.

23. Certain interstate interexchange services provided by price cap LECs are found in the
interexchange basket, including interstate intraLATA services and certain interstate interLATA

“ SQwitched Transport Expanded | nterconnection Order, 8 FCC Rcd at 7423-24.

N

9 1d. at 7424.
% 1d. at 7426.
d.

52 See Section 111, infra.
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services called "corridor services." In this Order, we alow price cap LECsto remove from the
interexchange basket, and, hence, price cap regulation, their interstate intraLATA toll services and
corridor services, provided the price cap LEC has implemented intra- and interLATA toll dialing
parity in al of the states in which it provides local exchange service. The presence of competitive
aternatives for these services, coupled with implementation of dialing parity, should prevent price
cap LECs from exploiting over a sustained period any market power may possess with respect to
these services and thus warrants removal of these services from price cap regulation.

b. Relief that Requires a Competitive Showing

24. In addition, we adopt a framework for granting further regulatory relief upon
satisfaction of certain competitive showings. Relief generally will be granted in two phases and
on an MSA (Metropolitan Statistical Area) basis.>® To obtain Phase | relief, price cap LECs must
demonstrate that competitors have made irreversible, sunk investments in the facilities needed to
provide the services at issue. For instance, for dedicated transport and special access services,
price cap LECs must demonstrate that unaffiliated competitors have collocated in at least 15
percent of the LEC's wire centers within an MSA or collocated in wire centers accounting for 30
percent of the LEC's revenues from these services within an MSA.> Higher thresholds apply,
however, for channel terminations between a LEC end office and an end user customer. In that
case, the LEC must demonstrate that unaffiliated competitors have collocated in 50 percent of the
price cap LEC's wire centers within an MSA or collocated in wire centers accounting for 65
percent of the price cap LEC's revenues from this service within an MSA. For traffic-sensitive,
common line, and the traffic-sensitive components of tandem-switched transport services, aLEC
must show that competitors offer service over their own facilities to 15 percent of the price cap
LEC's customer locations within an MSA. Phase | relief permits price cap LECs to offer, on one
day's notice, volume and term discounts and contract tariffs for these services, so long as the
services provided pursuant to contract are removed from price caps. To protect those customers
that may lack competitive alternatives, however, LECs receiving Phase | flexibility must maintain
their generally available, price cap constrained tariffed rates for these services.

25. Toobtain Phase Il relief, price cap LECs must demonstrate that competitors have
established a significant market presence (i.e., that competition for a particular service within the
MSA is sufficient to preclude the incumbent from exploiting any individual market power over a
sustained period) for provision of the services at issue. Phase Il relief for dedicated transport and

8 Pricing flexibility also is available for the non-M SA sections of a study area, provided the price cap LEC
satisfies the triggers adopted herein for MSAs.

% For purposes of this Order, "dedicated transport services' refer to entrance facilities, direct-trunked transport,
and the dedicated component of tandem-switched transport.

® To satisfy the collocation triggers we adopt herein, an incumbent LEC must demonstrate, with respect to

each wire center with collocation, that at least one of the competitors therein uses transport services provided by a
transport provider other than the incumbent LEC.
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specia access services is warranted when a price cap LEC demonstrates that unaffiliated
competitors have collocated in at least 50 percent of the LEC's wire centers within an MSA or
collocated in wire centers accounting for 65 percent of the LEC's revenues from these services
within an MSA. Again, a higher threshold applies to channel terminations between a LEC end
office and an end user customer. In that case, a price cap LEC must show that unaffiliated
competitors have collocated in 65 percent of the LEC's wire centers within an MSA or collocated
in wire centers accounting for 85 percent of the LEC's revenues from this service within an MSA.
Phase |1 relief permits price cap LECsto file tariffs for these services on one day's notice, free
from both our Part 61 rate level and our Part 69 rate structure rules.>®

26. Because our ultimate goal isto continue to foster competition and allow market
forces to operate where they are present, we also seek comment in the Notice on additional
pricing flexibility for common line and traffic-sengitive services. First, we consider permitting
price cap LECs to deaverage rates for services in the common line and traffic-sensitive basketsin
conjunction with identification and removal of implicit universal service support in interstate
access charges and implementation of an explicit high cost support mechanism. We also invite
parties to comment on how we should define zones for purposes of deaveraging. In addition, we
seek comment on which rate el ements may be deav