III.	ACCESS CHARGES



A.	Introduction



		The term access charge refers to the compensation paid to  LECs for the use of their network by IXCs and other telecommunications service providers.�



		Access charges were established during a monopoly regime of telecommunications regulation at the local exchange level.  Access charges provide a significant source of ILEC earnings and contain implicit and explicit subsidies for local rates.  This combination of earnings and subsidy was approved pursuant to a public policy of encouraging universally available and relatively affordable telecommunications services while providing earnings sufficient to attract stable investment in a national communications infrastructure.  Consequently, public policy over time has resulted in a situation wherein higher cost areas, such as rural areas, with lower density cell rates and longer loop distances, obtain rate support from lower cost areas, such as urban areas with higher density cell rates and shorter loop distances.  Access charges provide a source of earnings while keeping basic local service rates lower than might otherwise be the case in high cost areas.



		Access charges are broken down into two (2) distinct types -- special access and switched access.  The access charges referred to in this proceeding are charges for switched access.  Special access refers to communication channels that connect customer premises and serving wire centers and that do not use the end office switches of the local telephone company.  Special access is considered a competitive service in Pennsylvania and across the nation.  



		Switched access, however, refers to the connection at both the originating and terminating ends of a call using the local telephone companies’ switches.  Switched access is not competitive because both the originating caller and the terminating recipient have just one provider of local service.



		Switched access charges are those that LECs bill to IXCs or other LECs, for using their facilities in the placement or receipt of toll calls.  IXCs rely on the switched and special access facilities of the LECs to transmit calls between their customers and the IXCs’ facilities.  Since an IXC does not have its own local switching facilities, it must pay both originating access and terminating access to the LEC that serves the caller and the LEC that serves the called party for the completion of a toll call.6



		In providing switched access for the completion of a toll call, a LEC will incur both non-traffic-sensitive (NTS) costs and traffic-sensitive (TS) costs.  NTS costs are those associated with providing and maintaining the local loop.  They consist of the facilities required to connect the customer’s premises to the local central office.  NTS costs are not dependent on the number or length of telephone calls and cover parts of the local telephone network such as cables and poles.  TS costs, on the other hand, vary with the amount of usage of the telephone network.  They cover the costs of, for example, the switching equipment that must be sized to meet the volume and length of calls.�



		Switched access rate elements are designed to recover both NTS and TS costs.  The traditional major Switched Access Rate Elements include the following:



				(1)	Carrier Common Line

				(2)	Local Switching

				(3)	Line Termination

				(4)	Intercept

				(5)	Local Transport



		The Carrier Common Line Charge (CCLC) is the only switched access rate element designed to recover NTS costs.  However, historically, this rate has been charged on a per minute of use (MOU) basis� and is the largest contributor to local service rates not directly related to costs.�



		The rate elements associated with TS costs include Local Switching, Line Termination, and Intercept.  These rate elements are billed to the IXC on a per minute of use basis.



		Local Switching provides use of the end office switching equipment.  This access charge component is billed on a per MOU basis.



		Line Termination provides for the termination of end user lines in the local end office.  These access charge components are billed on a per minute of use basis.



		Intercept provides for termination of a call at telephone company intercept operator or recording.  This access charge component is billed on a per 100 minutes of use.  Intercept is the recording that a caller hears when a telephone number has been moved, changed or  disconnected.



		Local Transport is the transmission path from the end user’s end office to the IXC’s premises or point of presence.  This access charge element is billed on a per minute of use basis and may contain a distance sensitive cost component.



		These switched access charge rate elements are the traditional components of switched access which have been in existence since the divestiture of the AT&T system on January 1, 1984.  At that time, the Commission ordered all independent telephone companies in Pennsylvania to “mirror” their interstate access rates for intrastate purposes.  Since all independents concurred in BA�PA’s interstate access tariff, the PTA filed an access tariff on behalf of its member companies which mirrored BA�PA’s rates.  As a result, BA�PA and the majority of the independent telephone companies, with the exception of United Telephone Company of Pennsylvania and GTE, had the same switched access charge rates in effect.  



		Over the course of time, however, the Commission has permitted various changes to the different rate elements either through general rate increases, rate rebalancing/restructuring, STAS (state tax adjustment surcharge) roll-in filings, or Settlement Petitions, so that today access charge rates are not standardized.  In some instances, access charges were reduced so as to be closer to actual costs but in others, as a result of residual pricing,� they have been increased.  In addition, in certain instances, in an effort to constrain the growing subsidy provided by the CCLC, this Commission has permitted changes in the manner in which CCLC rates are billed from a per MOU basis to a  per access line per month basis in order to reduce the growth in revenues from the CCLC (e.g., all but 10� of the 37 ILECs operating in Pennsylvania currently assess their interLATA CCLC rates on a per access line per month basis although all of the ILECs’ intraLATA CCLC rates are still assessed on a per MOU basis).  In other instances this Commission has capped the annual CCLC revenues (e.g., Bell Atlantic Pa., Inc. currently has a CCLC revenue cap in which it must reduce CCLC rates whenever its CCLC annual revenues exceed $44 million; GTE North, Inc. has a CCLC revenue cap of $11.676 million per year).  The reasoning was that it is more appropriate to base a NTS access charge component on a flat monthly rate rather than a per minute of use basis and that since access lines increase at a lower rate than the minutes of use, the subsidization of local service rates from the CCLC will be slowed.



B.	Relevant Prior Proceedings



		By Opinion and Order entered February 14, 1997, at Docket No. I�00960066, the Commission initiated a “separate generic investigation to examine the costs and pricing structure of intrastate access charges.”�  This case grew out of our January 28, 1997 Order at Docket No. I-00940035� wherein we initially examined, as part of our Universal Service Investigation, a number of issues concerning intrastate carrier access charges.  In the January 28, 1997 Order at Docket No. I-00940035, we also directed that all ILECs that have not already done so, to cap their intrastate interLATA and intraLATA CCLC rates on a monthly CCLC per-line and monthly revenue basis.



		Two (2) other Commission orders also affected the course of the Generic Access Charge Investigation.  First, in an Opinion and Order in Petition of the Pennsylvania Telephone Association Regarding Paystation Deregulation Compliance Filings, Docket No. P-00971166 (entered March 14, 1997) (Payphone Order), the Commission directed that the access charge proceeding also “. . . review the intrastate access payphone subsidy issue for all ILEC’s in accordance with Section 276(b)(1)(B) of the Federal Telecommunications Act.”  Payphone Order, at 21.  On March 19, 1997, ALJ Schnierle issued an order notifying parties of this additional issue.  This additional issue will be addressed in this Order in section XXIII - Other Issues.



		The second order affecting the course of the Generic Access Charge Investigation involved an Order on Reconsideration entered July 31, 1997, at Docket No. I-00940035, (Universal Service Investigation) in which the Commission asked the parties to address the interrelationship of the Universal Service docket and the Generic Access Charge Investigation docket.  On the issue of CCLC access charge capping, as directed in Universal Service Investigation, the Commission ordered a delay to any structural changes to companies’ current access charges and directed that structural changes be examined in the context of the Intrastate Access Charge Reform proceeding.  Id., at 26-27.



		We note that the Generic Access Charge Investigation has been fully briefed and exceptions regarding the Recommended Decision were filed by BA�PA as well as the Smaller Rural Local Exchange Carriers.



		Soon after the briefs were filed, on November 10, 1997, BA-PA and the smaller rural Pennsylvania local exchange carriers filed with the Commission for review and approval, a Joint Petition In Settlement of the Generic Access Charge Investigation and three (3) other proceedings:  Formal Investigation to Examine and Establish Updated Universal Service Principles and Policies for Telecommunications Services in the Commonwealth, Docket No. I-00940035; Rulemaking to Establish a Universal Service Funding Mechanism, Docket No. L�00950105; and, Investigation Into IntraLATA Interconnection Arrangements (Presubscription), Docket No. I�00940034.



		As will be discussed below, the Joint Petition In Settlement filed November 10, 1997, was the forerunner of the “Small Company Universal Service Fund Settlement Plan” which was included in Appendix II of the Petition at Docket No. P-00991649.  However, the Small Company Universal Service Fund Settlement Plan in the 1649 Petition contains provisions that largely incorporate the determinations reached by ALJ Schnierle in his Recommended Decision in the Generic Access Charge Investigation, as well as updates and modifications reflective of the Global Settlement negotiations, the passage of time and other developments.



		Both the Generic Access Charge Investigation and the Joint Petition In Settlement, have been stayed during consideration of the instant Joint Petitions.



C.	Discussion



		The record accumulated in this proceeding demonstrates that current ILEC access charges are priced substantially above cost, and that in order to maintain fair toll competition in Pennsylvania the current access charges of BA�PA, GTE, Sprint/United and the other incumbent LECs need to be reduced and restructured as set forth below.



		Since the process of access charge reform will affect different ILECs to varying degrees, we will separately address the access charges issues for each of the following entities:  (1) BA-PA, (2) GTE, (3) Sprint/United (4) the rural LECs and (5) the CLECs.



�	1.	BA-PA Access Charges



		The 1648 petition requested that the Commission approve a series of access changes for BA-PA which include the following key elements:



�SEQ ParaNumbers1_0 \* Arabic \n�1�.	Within 14 days of Commission approval of this Partial Settlement, Bell will reduce its intrastate switched access charges by $64 million to be funded by its PCOs from 1999 through the remaining life of its Alternative Regulation Plan.  Such reduction will be applied to reduce in Bell’s local switching rates.



�SEQ ParaNumbers1_0 \* Arabic \n�2�.	Following these reductions, the revenue associated with Bell’s Common Carrier Line Charge (CCLC) in the amount of $44 million along with the revenue associated with reducing Bell’s traffic sensitive access rates to $.003 for each end of a call will be transferred to a flat rate pool (Bell Pool).  Bell’s traffic sensitive access rates will then be reduced to $.003 for each end of a call ($.002 for local switching and $.001 for local transport).



�SEQ ParaNumbers1_0 \* Arabic \n�3�.	The 1997 PCO in the amount of $6 million annually will immediately be applied to reduce the Bell Pool at the time of its inception.



�SEQ ParaNumbers1_0 \* Arabic \n�4�.	Within 30 days of experiencing an expense reduction, as a result of access reductions by other ILECs, through the Intrastate Toll Originating Responsibility Plan (ITORP), Bell will pass through the expense reduction as a reduction to the Bell Pool.



�SEQ ParaNumbers1_0 \* Arabic \n�5�.	The Bell Pool will be adjusted by Bell to accommodate line growth on a monthly basis.



�SEQ ParaNumbers1_0 \* Arabic \n�6�.	The Bell Pool will be recovered through a flat rate carrier charge (CC) on access users calculated in proportion to the share of overall Bell access minutes of use for a given access user.



�SEQ ParaNumbers1_0 \* Arabic \n�7�.	By no later than January 1, 2001, the Commission will initiate a docket to determine how the Bell Pool will be reduced and eliminated as set forth below.



(1648 Petition, pp. 40-41).  



		The 1649 Petition, although similar in many respects,  contains some significant differences.  The 1649 Petition requested that the Commission approve the following access charge reductions for BA-PA:



50.	Upon final Commission approval of this Agreement, the companies that are parties to the Small Company USF Settlement shall convert their Carrier Common Line Charge (CCLC) to a flat Carrier Charge on a revenue neutral basis consistent with the terms of the Small Company Universal Service Fund settlement, as modified (the “Small Company USF Settlement”), which is attached hereto as Appendix II.  The Small Company USF Settlement shall be accepted, approved and adopted.



51.	Upon final approval of this Agreement, BA-PA shall prospectively apply 80% of the annualized value of its January 1, 1999 Price Change Opportunity (PCO) or $25 Million ($25,000,000), whichever is greater, to reduce its traffic sensitive (local switching) access rates.  The remainder of the January 1, 1999 PCO, both the on-going amount and the amount accumulated prior to approval of this Agreement will be used to reduce non-access rates determined by BA�PA pursuant to the terms of its Alternative Plan of Regulation under Chapter 30 and subject to the approval of the Commission. 



52.	Upon the effective date of an FCC order approving BA-PA’s application pursuant to 47 U.S.C. §271 and permitting an affiliate of BA-PA to provide in-region, interLATA services (which date is herein�after referred to as “FCC 271 Approval”), BA-PA shall accelerate and aggregate its PCOs for the period from the effective date of FCC 271 Approval through the year 2002, and shall apply $25 Million ($25,000,000) of the aggregate, accelerated PCOs to reduce its traffic sensitive (local switching) access rates, by an amount sufficient to reduce BA-PA's annual access revenues by $25 Million ($25,000,000).  The remainder of the accelerated, aggregated PCOs  will be implemented consistent with BA-PA's Alternative Plan of Regulation under Chapter 30.



53.	Upon FCC 271 Approval, BA-PA shall further reduce its traffic sensitive (local switching) access rates, on a revenue-neutral basis to $0.009 per minute for originating local switching and $0.009 per minute for terminating local switching and shall increase BA�PA’s Carrier Charge by an amount calculated to generate revenue equal to the revenue lost by these further reductions in BA-PA's local switching rates. 



54.	BA-PA shall contribute $12 million ($12,000,000) to the fund established by the Small Company USF Settlement, which amount shall be used to size the fund and shall be a cap on BA-PA’s contribution, as provided in the Small Company USF Settlement.



(1649 Petition, pp. 23-24).  



		On the basis of the record developed in this proceeding, and for the reasons set forth below, the Universal Service Investigation, and ALJ Schnierle’s Recommended Decision in the Generic Access Charge Investigation, we shall require BA-PA to make the following changes to its access charges:



1.	Upon entry of the Commission’s final order in this matter, BA-PA will use its 1999 Price Change Opportunity (PCO) ($32.185 million) to reduce its local switching traffic sensitive access rates.



2.	Upon approval by the Federal Communications Commission (FCC) of BA-PA’s section 271 application, but in no event later than one year following the entry date of the Commission’s order in this matter, BA-PA will use $32 million, funded from its remaining PCO’s through 2002 (i.e., PCOs that will be filed in November 1999, 2000, and 2001, to become effective January 1, 2000, 2001 and 2002, respectively), to reduce its traffic sensitive local switching charges to $0.009 per minute for originating local switching and to $0.009 per minute for terminating local switching.  The remainder of the PCOs, if any, will be implemented consistent with its Chapter 30 obligations.



3.	If BA-PA’s total projected PCOs do not equal $32 million, the discrepancy will be reconciled as would typically be done in a 66 Pa. C.S. § 1307(a) proceeding, consistent with BA-PA’s Chapter 30 obligations.



4.	BA-PA shall use the annual 1998 PCO ($8.455 million) which was filed on November 14, 1997, at Docket No. R�00974221, with an original effective date of January 1, 1998, excepting the first year value, to reduce its carrier charge pool by $8.455 million annually.  In addition, BA-PA shall also apply any interest accrued on $8.455 million as of January 1, 1998, to assist in reducing the carrier charge pool.  (As will be discussed under the Lifeline Section of this Order, BA�PA shall use the first year’s value of the 1998 PCO to fund its share of any contribution above the federal Lifeline level).



5.	BA-PA shall use the unrefunded annual 1997 PCO (approximately $6 million), to reduce its carrier charge pool by approximately $6 million annually.



6.	The Carrier Common Line Charge (CCLC) will be converted to a flat carrier charge on a revenue neutral basis as provided in the Small Company USF Plan contained in Appendix II of the petition filed at Docket No. P�00991649.



7.	A number of interexchange carriers (IXCs) have agreed to pass access charge reductions through to customers via direct reductions in standard measured toll service rates for residential and business customers.  We therefore, shall direct all IXCs to file an annual report with the Commission, indicating how the access charge reductions have flowed through to the appropriate customer classes.



8.	The $12 million BA-PA share identified in the Small Company USF will be used to size the fund but will not be a cap on BA-PA’s contribution.  This is discussed in more detail in the Universal Service Fund/Carrier Charge Pool section of this Order.



9.	BA-PA’s Carrier Charge will reflect resolution of the PCO determinations, with any accrued interest when BA-PA receives section 271 approval from the FCC, but in no event later than one year from the entry date of the Commission’s order in this matter.  This is discussed in more detail in the Universal Service Fund/Carrier Charge Pool section of this Order.



10.	BA-PA’s reductions in message toll service rates will reflect resolution of Intrastate Toll Originating Responsibility Plan (ITORP) changes as they occur.� 



11.	BA-PA’s Carrier Charge will be included in the Commission investigation that will be initiated on or about January 2, 2001, to resolve further reductions and potential elimination of the Carrier Charge (CC) pool.  This is discussed in more detail in the Universal Service Fund/Carrier Charge Pool section of this Order.



12.	BA-PA shall not be permitted to implement an intrastate Subscriber Line Charge (SLC).



		We note, as BA-PA stated in their Main Brief, that a major substantive difference between the 1648 Petition’s access proposal and the 1649 Petition’s proposal is the amount of BA-PA Price Change Opportunity  (PCO)� money that will be used to reduce its Carrier Charge (CC) Pool and how soon the PCO money will be transferred to the CC Pool.  BA-PA argues that the proposal in the 1648 Petition would give virtually all of their PCOs to AT&T and MCI on a more accelerated schedule and, in addition, require further rate reductions on a non-revenue-neutral basis.  BA-PA also argues that this is bad policy because it would deprive Pennsylvania consumers of the direct benefit of the PCO-driven reductions of other protected services, such as residential and business local exchange service.  In addition, BA-PA maintains that the 1648 Petition must be rejected on legal grounds because further acceleration of BA-PA’s PCO reductions and involuntary reduction of its access charges on a non-revenue neutral basis would violate the Public Utility Code and BA-PA’s approved Chapter 30 Plan (M. B. pp. 10 - 11).  BA-PA also argues that the Commission declared their access charges to be just and reasonable at the inception of BA-PA's Chapter 30 Plan.�



		AT&T asserts in its Main Brief that while neither partial settlement reduces ILEC access rates to cost-based levels in the near term, only the 1648 Petition includes a system of reform which will maintain fair toll com�petition -- particularly given the pending review of BA-PA’s Section 271 compliance.�



		We disagree with BA-PA's implication that there is no need to reduce its access charge rates to the level proposed in the 1648 Petition because this Commission declared their access charge rates to be just and reasonable several years earlier at the inception of their Chapter 30 Plan.  Consequently, the fact that we may have found BA-PA's access rates to be just and reasonable at some earlier point is of no relevance here.  As explained earlier in this opinion and order, the Commission’s fundamental and continuing authority to ensure that rates are just and reasonable has not been abrogated by adoption of BA-PA’s Chapter 30 Plan.  In addition to the continuing oversight authority and responsibility provided by various sections of Chapter 30 (such as 66 Pa.C.S. §§3001, 3004, 3005 and 3009), the Commission has continuing authority over the rates charged and all services rendered by jurisdictional utilities pursuant to other provisions of the Public Utility Code, 66 Pa.C.S. §§1301, 1309, 1325 and 1501, and may amend the duration and terms of previous orders upon notice and opportunity to be heard, 66 Pa. C.S. §§703(e) and (g).  Therefore, state law provides ample authority to address BA-PA’s access charges in this proceeding.



		The record herein, which includes the record from the Generic Access Charge Investigation, demonstrates that BA-PA’s current access charges are priced substantially above cost and that rate structure changes are needed to reduce the implicit subsidies in those rates.  Indeed, both petitions recognize the need to reduce access charges; the issue is really one of magnitude and timing.



		In addition, we note that subsequent to our ruling on BA-PA's access charges during their Chapter 30 Proceeding, there have been various significant regulatory developments in both the federal and state arenas that require elimination of implicit subsidies.  Most notably are the Telecommunications Act of 1996 (TA-96) and our Generic Access Charge Investigation.  Subsequent to approval of Bell's Chapter 30 we have also required all ILECs to implement intraLATA presubscription throughout their service territories.  Recognizing the vulnerability of implicit subsidies to competition, TA-96 requires that the FCC and the states take the necessary steps to strive to replace the system of implicit subsidies with "explicit and sufficient" support mechanisms to attain the goal of universal service in a competitive environment.  



		Our Generic Access Charge Investigation at Docket No. I-00960066 is our first comprehensive review of BA-PA's (and all other ILECs') access rates since we completed our Generic Access Charge Investigation at Docket No. P�00830452 in 1984; moreover ALJ Schnierle's Recommended Decision at Docket No. I�00960066 reaches various conclusions regarding the necessity of access reform in a competitive environment and we incorporate those conclusions in that regard in this Order by reference.



		There is general agreement among many of the parties that an appropriate first step in access charge reform is the movement of the CCLC charge from a “per minute” charge to a “per line” charge, to reflect the fact that the CCLC is a non-traffic sensitive (NTS) charge.  At present, with the CCLC rates based on MOUs, CCLC revenues increase with the growth in the use of toll service.  This is clearly evident for BA-PA in that we required BA-PA to cap its CCLC access revenues at $44 Million per year (See Order entered February 24, 1988 at Docket No. R-00842779) in an attempt to curtail its spiraling access revenue growth.  As a result, BA-PA has filed practically every year thereafter to reduce its CCLC when its CCLC revenues grew beyond the $44 million cap.



		In our opinion, conversion of the existing per CCLC to a per line Carrier Charge, or CC, as proposed in the Small Company Universal Service Plan would alleviate this situation and reduce the associated revenues lower than the current $44 million revenue cap.�  As will be explained in greater detail in the Universal Service Fund/Carrier Charge Pool section of this Order, we shall require BA-PA to convert its intraLATA CCLC to a flat Carrier Charge on a revenue neutral basis as provided in the Small Company USF Plan filed as Appendix A to Appendix II of the Petition at P�00991649.  In addition, since the CC will be implemented on a revenue neutral basis, we will not permit Bell to institute an intrastate subscriber line charge (SLC).



		With regard to our directive that BA-PA use PCO revenue to fund part of its access charge reductions, we are of the opinion that the use of the PCOs will benefit both BA-PA customers as well as customers of all other ILECs that make toll calls to customers in BA-PA’s territory because it will encourage local and intraLATA toll competition while at the same time promote the FCC's and this Commission's policy of universal service.  The $32.185 million� used to reduce BA-PA's traffic sensitive (local switching) access rates will begin providing immediate relief to long distance companies (both IXCs and LECs) that terminate calls in BA-PA's territory.  This will have the immediate effect of reducing the fees that long distance carriers pay to BA-PA, and will yield toll rate reductions for toll end-users because the IXCs indicated that they would pass access charge reductions through to customers via direct reductions in standard measured toll service rates for residential and business customers.  



		Therefore, upon entry of the Commission’s final order in this matter, we shall require BA-PA to use its 1999 Price Change Opportunity (PCO) ($32.185 million) to reduce its traffic sensitive (local switching) access rate.  Upon approval by the Federal Communications Commission (FCC) of BA-PA’s Section 271 application, but in no event later than one year following the effective date of the Commission’s order in this matter, BA-PA will use $32 million, funded from its remaining PCO’s through 2002 (i.e., PCOs that will be filed in November 1999, 2000, and 2001, to become effective January 1, 2000, 2001 and 2002, respectively), to reduce its traffic sensitive local switching charges to $0.009 per minute for originating local switching and to $0.009 per minute for terminating local switching.  The remainder of the PCOs, if any, will be implemented consistent with its Chapter 30 obligations.



		If BA-PA’s total projected PCOs do not equal $32 million, the discrepancy will be reconciled to BA-PA’s CC as would typically be done in a 66 Pa. C.S. §1307 proceeding, consistent with BA-PA’s Chapter 30 obligations.  We believe that it is reasonable to advance BA-PA’s PCO revenue for the years 2000, 2001, and 2002, in light of the fact that BA-PA has delayed refunding the revenue from its 1998 and 1999 PCOs.  Furthermore, the 1649 Petition which BA-PA supports contains a proposal, although somewhat different from our own, to accelerate and aggregate its PCOs for the period from the effective date of its FCC Section 271 approval through the year 2002 to reduce its traffic sensitive (local switching) access rates by approximately $25 million. (1649 Petition, pp. 23-24).



		There is ample cost support for these access charge reductions.  BA�PA’s own cost data in the Generic Access Investigation reveals that its incremental costs (including overhead) are well below its current rates for originating and terminating switching for each end of switched transport.�  Indeed, Bell’s current access rates are many multiples of a cost based rate.



		During the Generic Access Investigation BA-PA submitted a new cost study which significantly increased its claimed cost of local switching.  BA�PA St. 3.0 in Generic Access Investigation.  AT&T argued that the study was not credible and should be disregarded. However, even under the revised cost study, BA-PA’s access rates still remain well above cost.



		On the basis of the record accumulated in this proceeding, we are persuaded to reduce the switched access charges toward levels that better approximate costs now, rather than wait until we are able to resolve conflicting costing methods with exacting precision.  The available evidence supports access charge reductions and both petitions have proposed reductions to bring these charges closer to cost.  The record indicates that the originating and terminating local switching rates of $0.009 per minute is appropriate.  Accordingly, we shall adopt the $0.009 rate per minute for the originating and terminating local switching rates.



		AT&T’s witness B. Darrah demonstrated that BA-PA’s access charge problem is growing at an alarming rate.  Since access charges are priced on a usage-sensitive basis and the use of the network has been growing rapidly, the net subsidy represented by the difference between revenues and costs has grown substantially from year to year.  (AT&T St. No. 2.0 Rev., p.8).



		Mr. Darrah’s statement also indicates that BA-PA’s growth in access minutes exacerbates the task of reducing its access rates to cost-based levels.  To address this growing problem, Sprint/United witness Binder proposed that the access rate reduction implementation tariff of BA-PA be based on year end 1998 minutes of use and revenue.  (Sprint St. No. 2 p. 5).  By selecting a known date and demand level, the likelihood of disputes over BA-PA’s’ compliance tariff is minimized.  We find this recommendation is appropriate and consistent with the date and demand level information used by the small rural companies identified at Appendix II, Appendix A, Exhibit 1 to P-00991649.  Therefore, we shall require BA-PA to determine its access rate reduction compliance tariffs on the basis of year end 1998 minutes of use and revenue.



		With regard to partial funding of the reductions to BA-PA’s Carrier Charge Pool (See Section entitled Universal Service/Carrier Charge Pool), we will accept the 1648 Petitioner’s request and require that BA-PA use approximately $6 million from the unrefunded 1997 PCO to partially assist in reducing its Carrier Charge Pool.�  Our reasoning for this action follows.



		In BA-PA’s 1997 PCO filing, which was filed on November 1, 1996, at Docket No. R-00963796, to become effective January 1, 1997, we permitted BA-PA to reduce its CCLC rate from $0.008340 to $0.007426 per minute.�  This had a net effect of reducing BA-PA’s annual revenues by approximately $6.335 million.  However, because of its $44 million CCLC revenue cap, which was ordered by the Commission in BA-PA’s last traditional rate case at Docket No. R�00842779, the manner in which BA-PA implemented its 1997 PCO access reductions resulted in only a temporary PCO reduction since it was implemented by reducing the effective per minute CCLC rate.  Since the CCLC minutes continued to grow, BA-PA’s CCLC revenues quickly grew back to the level of the full $44 million CCLC revenue CAP.  In other words, under BA-PA’s approach, its PCO “reduction” lasted only as long as it took for CCLC revenues to grow back to the cap.  (See AT&T St. No. 2.1, pp. 9-10, 15-16).  As such, the vintage 1997 Annual PCO reductions are no longer being implemented.  By requiring BA-PA to apply to the pool that portion of the 1997 PCO that was not flowed through to its customers via rate reductions, we will ensure that BA-PA’s customers, in particular its access customers in this case, will receive the full benefit of the PCO.





		The next issue involves the flow-through of access expense savings by long distance carriers as reductions to toll rates.  The 1648 Petition would require that “all access users” reduce their toll rates as a result of access reductions; however, the 1649 Petition would only require IXCs to make those rate reductions.  (1648 Petition,  p. 44, 1649 Petition p. 26).  Since both ILECs and IXCs will benefit from access reductions, we are of the opinion that both ILECs and IXCs should be required to flow through those reductions.  (Consumers Pre-hearing St., p. 5).  Thus, Consumers favor the 1648 Petition on this point.  The OCA also submits that both business and residential users should enjoy the benefits of such access reductions.  Id.  OCA supports the portion of the 1648 Petition which requires the aggregate amount of access reductions to be passed through “on a dollar for dollar basis [to] reduce their average revenue per minute proportionately to both residential and business toll consumers.”  (1648 Petition p. 44).  This also means that BA-PA shall file reductions to their message toll service rates to reflect resolution of the Intrastate Toll Originating Responsibility Plan (ITORP) changes as they occur.



		The 1648 Petition also proposes that all access users cooperate with consumers to assure compliance with that goal.  Therefore, we shall honor the request in the 1648 Petition, and expect that all IXCs will flow through the access charge reductions ordered herein.  We will require all IXCs to file an annual report with the Commission demonstrating how the access charge reductions have flowed through to the appropriate classes.



	2.	GTE Access Charges



		With regard to GTE access charge reductions and restructuring, the 1648 Petitioners requested the following:



�SEQ ParaNumbers1_0 \* Arabic \n�8�.	GTE will conform to the terms of the Small Company Plan, as described and modified above, but will not participate in the Small Company Pool.



�SEQ ParaNumbers1_0 \* Arabic \n�9�.	GTE will eliminate its CCLC and will transition the revenue associated with the CCLC into a flat rate pool (GTE Pool) along with the revenue associated with reducing GTE’s traffic sensitive access rates to $.009 per minute for each end of a call.  GTE will immediately reduce its intrastate, traffic sensitive rates to $.009 per minute for each end of a call.  Otherwise, the GTE Pool will be implemented, administered and recovered consistent with the Small Company Plan.



(1648 Petition, pp. 42-43).  



		In addition, the 1649 Petitioners stated that their proposed access charge reduction and restructuring proposal presumes that the GTE/Bell Atlantic merger is not finalized.  If it is finalized, the Petitioners agree that GTE should be governed by their proposed access charge reduction and restructuring provisions for BA-PA.�

		The 1649 Petitioners request the following with regard to GTE’s Access Charge Reductions:



56.	GTE North, Inc. (GTE) shall be ordered to create a  flat-rated carrier charge to replace its current CCLC.



57.	GTE shall be ordered to reduce its traffic-sensitive (local switching) rate to $0.009 per minute at each end, and the revenue impact of this reduction will also be captured in the GTE Carrier Charge.



(1649 Petition, p. 25).

		On the basis of the record developed in this proceeding, and for the reasons that follow, the Universal Service Investigation, and the Generic Access Charge Investigation, we shall require GTE to make the following changes to its access charges:



1.	GTE will conform to the terms of the small company CC Pool but will not be in the small company pool.



2.	GTE will reduce originating and terminating traffic sensitive access charges to $0.009 per minute at each end, and the revenue impact ($7.2 million) of this reduction is captured in a separate GTE Pool which is established pursuant to this Order.



3.	GTE will convert its CCLC to a flat rate CC that is billed consistent with the Small Company USF Plan.  



4.	The GTE CC pool is initially set at $11.5 million.  (Switched Access of $7.2 million, IntraLATA toll of $6.5 million, and estimated expense reductions of $2.2 million).



5.	GTE will reduce intraLATA toll rates to achieve an average rate of 11¢ per minute.  The revenue impact ($6.5 million) of this reduction is captured in the GTE CC Pool.



6.	GTE will use the basic structure of the Small Company USF and the GTE Fund will be included in the Commission proceeding referenced below.



ALJ Schnierle’s Recommended Decision in the Generic Access Charge Investigation succinctly states the position advocated by GTE during that access charge investigation and repeated during this proceeding:



GTE argues that to eliminate implicit subsidies and to move the rate structure for access charges to one which is more rational and economically efficient, the Commission should reduce access charges to their direct incremental costs plus a fixed percentage of joint and common cost simultaneously with the implementa�tion of a sufficient universal service fund. 



* * * *



GTE contends that access charge reform should:  (1) more closely align revenues with costs; (2) reduce or eliminate reliance on jurisdictional/customer identities; and (3) promote, in a competitively neutral fashion, the attainment of public policy goals such as universal service.  GTE notes that revenue neutral, structural changes to access charges can meet goal number (1), but a more comprehensive reform is necessary to meet goals (2) and (3).  (GTE M.B. at 1�3).



GTE contends that if a structural change is made, use of a flat-rate pool mechanism, ... . GTE advocates that the flat-rate pool revenues should be recovered directly from LEC customers either through a state Subscriber Line Charge (SLC), or through rate rebalancing.  As an alternative, GTE would support Sprint’s flat-rate pool proposal with the charges imposed on all IXCs, including those that operate as “dial-around” carriers, rather than as presubscribed carriers.  GTE opposes any distinction between primary and non-primary lines or between residential and business lines because such distinctions are arbitrary and not cost-based. (GTE M.B. at 17-19).



(R.D., pp. 30-31).  



		Testimony submitted by GTE in the Generic Access Charge Investigation indicates that its price of access for a typical minute of use at current rates is many multiples of its cost to provide this essential service to IXCs, resulting in a large contribution to universal service and earnings in excess of 1,000 percent. (AT&T St. No. 2.0 Rev., p. 17).  Consequently, both petitions recognize the need for access charge reductions for GTE North as well.  In addressing access reform for GTE, there is only one (1) substantive difference between the applications of the 1648 and 1649 Petitions.  The 1648 Petition restructures all of GTE’s traffic sensitive rates to a $0.009 benchmark and converts recovery of the revenues associated with restructuring of the traffic sensitive rate to a GTE Carrier Charge (CC) pool to be recovered through a CC.  In contrast, the 1649 Petition only restructures GTE’s local switching rate to the $0.009 benchmark and allows GTE to continue to charge its existing transport rates on a per minute basis on top of the restructured switching rate.  The resulting traffic sensitive rate (switching and transport) under the 1649 Petition is approximately $0.0175 per minute per end, or about twice that resulting from the 1648 Petition.



In further support of the 1648 Petition’s treatment of GTE, GTE witness Mr. Mark Calnon acknowledged that such an outcome is a reasonable interim step in reforming GTE’s access rates.�  Mr. Calnon’s criticism of the 1648 Petition is that he believes that the Commission should take more aggressive steps now to implement a more permanent solution to access reform,�and he does not believe that delaying further reform for an access investigation in 2001 as proposed in the 1648 Petition is appropriate.�



	We are also in favor of more aggressive access reform as long as the resulting access restructure would be conducive to our goal of promoting universal service and would not result in rate shock to local exchange customers.  We believe that, even thought the 1648 proposal is more aggressive than the BA-PA plan, it is a very rational approach.  Therefore, we are more supportive of the proposal in the 1648 Petition than we are of the 1649 Petition with regard to GTE’s access charges.  In light of these views, we shall direct GTE to reduce its traffic sensitive access rates, on a revenue-neutral basis to $0.009 per minute for each end of a call and shall increase the GTE Carrier Charge by an amount calculated to generate revenue equal to the revenue lost by these reductions in it’s local traffic sensitive access rates.  This amount is estimated to be approximately $7.2 million.  In addition, in order that GTE’s toll end-users will obtain some additional benefit from the access restructuring, we shall direct GTE to reduce its intraLATA toll rates to achieve an average rate of $0.11 per minute.  The revenue impact ($6.5 million ) of this reduction is to be captured in the GTE CC pool.  Estimated expense reductions of $2.2 million are to balanced against the access and toll reductions incorporated in the CC pool.  The GTE CC pool is initially estimated to be $11.5 million.  (This amount includes switched access at $7.2 million, intraLATA toll of $6.5 million, and expense reductions of $2.2 million.)



		It is abundantly clear from the evidence in the Generic Access Charge Investigation and in these consolidated proceedings that switched access rates are above costs and constitute a barrier to effective competition for toll services.  As a result, we are persuaded to reduce the switched access charges toward levels that come closer to costs now, rather than wait until we are able to resolve conflicting costing methods with exacting precision.  We therefore will direct the above changes to GTE’s access charge rate structure in this proceeding, as an interim step, pending further resolution of the relevant costing issues in the Commission’s Investigation as discussed elsewhere in section VIII of this Order.



		Lastly, the direct testimony of GTE Witness Calnon acknowledged that both petitions have properly recognized the implicit support contained in access charges and propose a reasonable alternative (the flat rate pool, also referred to herein as the carrier charge pool ) compared to the current per minute of use recovery.29  Although, the Small Company Universal Service Fund Settlement was not designed to provide for the inclusion of GTE North, we believe that GTE North should establish a similar process to recover its carrier charge. Therefore, GTE North is directed to conform to the terms of the Small Company USF Plan contained in Appendix II of the petition filed at Docket No. P-00991649.  In addition, GTE will convert its CCLC to a flat CC on a revenue neutral basis as provided within that Plan and the GTE CC pool will be included in the Commis�sion investigation that will be initiated on or about January 2, 2001.



	3.	Sprint/United Access Charges



		With regard to Sprint/United’s Access Charge reductions and restructuring, the 1648 Petitioners requested the following:



�SEQ ParaNumbers1_0 \* Arabic \n�10�.	Sprint/United will not participate in the Small Carrier Pool and the provisions governing its access reductions and restructuring will not conform to the Small Company Plan.



�SEQ ParaNumbers1_0 \* Arabic \n�11�.	Within 14 days of Commission approval of this Partial Settlement, Sprint/United will reduce its intrastate traffic sensitive access rates to $.009 per minute for each end of a call, will eliminate its CCLC and will transition the revenue associated with these reductions to a flat rate pool (Sprint Pool) along with revenues associated with eliminating its CLLC.



�SEQ ParaNumbers1_0 \* Arabic \n�12�.	United will adjust the Sprint Pool to accommo�date line growth.



�SEQ ParaNumbers1_0 \* Arabic \n�13�.	The Sprint Pool will be recovered from all access users through a CC based on the proportionate Sprint/United access minutes of use of a given access user.



�SEQ ParaNumbers1_0 \* Arabic \n�14�.	All ITORP reductions experienced by Sprint/United as a result of implementation of this Partial Settlement will be flowed through to reduce the Sprint Pool.



(1648 Petition, p. 43).



		The 1649 Petition requested that only Sprint/United be ordered to create a flat-rated carrier charge to replace its current CCLC. (1649 Petition, p. 25).



		Based upon the record developed in this proceeding which includes the Universal Service Investigation and the Generic Access Charge Investigation, and for the reasons that follow, we shall require Sprint/United to make the following changes to its access charges:



1.	Sprint/United will conform its Chapter 30 access charge reduction plan to be consistent with this Order.



2.	Sprint/United’s access reduction plan will expire on December 31, 2003.



3.	Sprint/United’s traffic sensitive access rates are reduced to 2¢ per minute on each end coincident with the other parties’ change.



4.	In accordance with its approved Chapter 30 Plan, Sprint/United has reduced its CCLC revenues by $16 million resulting in a minute of use rate of 12¢.  We hereby direct Sprint/United to shift the remaining CCLC revenues to the small company pool in the Small Company USF Plan, which will grow annually based on access lines and will be recovered from all telecommu�nications carriers on a proportional minute of use basis as per the Small Company USF Plan, consistent with its Chapter 30 obligations.



5.	The access reduction will be offset in a revenue neutral manner by local rate increases of $12.1 million, or other rate restructuring (including the elimination of touchtone and zone charges) of $0.9 million, and receipt of funds from the small company USF of approximately $9 million.  The size of the small company pool is calculated as per the small company USF Plan plus the amount required to fund the Sprint/United plan as described herein.



6.	All access reform/rate rebalancing is revenue neutral.



7.	ITORP access reductions from other ILECs are included in the revenue neutrality calculation and, therefore, this calculation is dependent upon knowing the correct access reductions of other ILECs.



8.	Sprint/United will use the basic structure of the small company USF and the Sprint/United Fund will be included in the Commission Investigation referenced elsewhere in this Order.



9.	Sprint/United will pass through the access reductions it receives from the local exchange carriers (LECs) on a dollar-for-dollar basis and will reduce its average intraLATA toll revenue per minute proportionally to both residential and business customers.



		We note that by Opinion and Order entered July 16, 1999, we granted the Partial Settlement and Revised Chapter 30 Plan of Sprint/United, as modified in the July 16, 1999 Opinion and Order and accepted the overall structure of the Partial Settlement with regard to access charges without prejudice to the resolution of related issues in the Global Telecommunications proceeding.  In that Order we described the agreed-upon access charge plan in the Partial Settlement:



The Settlement allows for United to rebalance its access rates to an effective rate of $0.12 per minute of use over a three-year phase-in period subject to the following limitations:



(a)	During the phase-in period through December 31, 2001, Sprint will not increase basic local service rates as a result of its price stability mechanism or rate of basic local service rates above the following levels and as set forth in Appendix A [of the Settlement]:



	i.	Basic monthly local residential rates will be allowed to increase by no more than $1.00 in each of the next three (3) years, at the following points in time: within ninety (90) days of Commission final approval of the Plan, one year later and two years later.



	ii.	Basic monthly local business rates will be allowed to increase by no more than $.50 in each of the next three (3) years, at the following points in time: within ninety (90) days of Commission final approval of the Plan, one year later and two years later.  All increases to the local business rate will be limited to no more than one-half of the increase permitted for local residential basic service rates.



	iii.	After the increase to local residential and business rates, the remaining access rate reductions to an effective switched access rate of $0.12 will be achieved at the discretion of the Company through increases to rates for other noncompetitive services in a revenue neutral manner.



(b)	Through December 31, 2003, the Company’s residential local basic service rates shall not increase above a $16.00 weighted average rate cap.  This Plan specifies no further rebalancing beyond that indicated above.



(c)	After December 31, 2003, the Company shall be permitted to increase residential local basic service rates above $16.00 if (1) the Commis�sion requires the Company to charge a residential local basic service rate in excess of $16.00 in order to receive universal service funding, or (2) the Commission requires the Company to reduce its access rates and the Commission determines that it would be just, reasonable and affordable to increase residential basic service rates to fund all or a portion of such access reduction.



(d)	The Company shall also have the opportunity to petition the commission to increase or eliminate the aforementioned residential rate cap after December 31, 2003.  All parties to the Company’s Chapter 30 proceeding will have the opportunity to respond to such a petition.



(e)	The rate rebalancing set forth under the subsections of this Plan shall be used to reduce the Company’s access rates to an effective switched access rate of $.12 per minute of use.  If the Company receives funding as a result of the Global Telecommunications Settlement [at Docket Nos. P-00991648 and P-00991648], any of the Settlement, or Commission Order, the rate rebalancing set forth under Part 3, Section B. of this Plan shall remain unaffected by such funding.  Any universal service funding received by the Company shall be on a revenue neutral basis and shall be used to reduce access rates even further or to reduce other rates.



(f)	The Company may increase its Directory Assistance rates to the level requested by the Company in the Petition of the Pennsylvania Telephone Association for Adjustment of Directory Assistance Charges, Docket No. P�00981397.  Any increase in revenues as a result of these increases in Directory Assistance must be offset by rate reductions in the first year of this Plan.



March 24, 1999 Final Settlement Revised, pp. 29-32.



		In reaching our determination with regard to Sprint/United’s access charges, we shall partially rely, inter alia, on the record in the Generic Access Charge Investigation.  ALJ Schnierle, in his Recommended Decision recommended that:



b.  Each ILEC shall remove all non-traffic sensitive (NTS) costs from local switching (including the line card, protector and main distribution frame) and shift those costs to a flat rate pool.



c.  If necessary, each ILEC shall convert transport to the FCC’s structure and shift the revenue differential between the current transport structure and the FCC’s proposed structure to its flat rate pool.



d.  NTS local switching and the transport differential between current transport rate and the FCC’s structure shall be shifted to the flat rate pool; however, local switching and transport shall not be priced at Total Element Long-Run Incremental Cost.



(R.D., p. 80, Ordering Paragraph No. 2).  



		The record in this proceeding shows that the restructuring recommended by ALJ Schnierle would reduce Sprint/United’s traffic sensitive access rate level from $0.038 to approximately $0.02.  (Tr. 455-456).  At the same time, the record shows that the 1649 Petition would merely require Sprint/United to convert its CCLC to a CC, thereby leaving its traffic sensitive access rates at $0.038.  Conversely, the 1648 Petition would have Sprint/United’s reduce its traffic sensitive access rates to $0.009 without any cost justification for that level of decrease.  (Sprint St. No. 2, p. 7; Tr. 455 and 481).  Since the structure in ALJ’s Schnierle’s Recommended Decision substantially reduces Sprint/United’s traffic sensitive access charges and at the same time, accomplishes the local transport restructure, which has already occurred at the federal level, we believe that it appears to be the most reasonable on the basis of the record evidence.  Therefore, we shall direct that Sprint/United reduce its traffic sensitive access rates to $0.02 per minute.



		Sprint/United supports the Small Company Universal Service Plan and would not object to being included in the plan as long as the following conditions are met:



•	Sprint LTD will reduce its access rates to an effective switched access rate of $.12 and rebalance the access reductions, on a revenue neutral basis, through increases to local service and other rates, pursuant to a settlement agreement between Sprint LTD, the Office of Consumer Advocate, Office of Small Business Advocate, and the Office of Trial Staff in Sprint LTD's Chapter 30 proceeding.  (See Docket No. P-00981410).  This access reduction is approximately $15.9 million over the phase-in period.



•	Sprint LTD will receive $9M from the small/rural company universal service fund, which will be used to further reduce access rates or to reduce other rates.  The exact amounts will be determined at the time the new rates are filed.  This funding permits additional access reductions to make the implicit subsidy explicit and enhances intraLATA toll competition. 



•	The small/rural company fund is a transitional fund to be used until the Commission establishes a permanent universal service fund, consistent with federal rules.  The Commission will initiate an investigation on or about January 2, 2003 to develop a long-term solution to universal service. This pro�ceeding should be coordinated with the long-term review of the Carrier Charge.



•	Sprint's support of the revised small/rural company fund does not compromise Sprint's position regarding a cost-based universal service fund.



(Sprint M. B., pp. 12, 22-23).  



		Since the proposal above conforms with its Chapter 30 access charge reduction plan and there have been no objections raised with regard to Sprint/United’s proposal, we shall allow Sprint/United’s participation in the Small Company Universal Service Plan consistent with the above stated modifications.  As such, Sprint/United will use the basic structure of the Small Company Universal Service Fund Plan and the Sprint/United Fund will be included in the Commission Investigation referenced elsewhere in this Order.  As with the Small Company Universal Service Fund Plan, Sprint/United’s access reduction plan will also expire on December 31, 2003.



	Under Sprint/United’s proposal, it would be permitted to flow-through ITORP expense savings to (1) reduce toll, access or other rates, and (2) fund Sprint/United payments to the interim USF.  Sprint St. No. 2, p. 7.  As Sprint/United witness Binder stated:



This recommendation allows Sprint the opportunity to adjust its rates, including access or toll, and to fund those rate changes with expense savings from access charge reductions of other ILECs, which is similar to the manner in which IXCs reduce toll rates based upon access expense savings.



Sprint St. No. 2, pp. 7-8.



	As such, we shall direct that Sprint/United flow-through its ITORP access expense savings it receives from the other LECs on a dollar-for-dollar basis by reducing its average intraLATA toll revenue per minute proportionately to both residential and business customers.  Furthermore, all access reform/rate rebalancing proposed by Sprint/United will be revenue neutral since the ITORP expense savings that Sprint/United receives from other ILECs shall be included in its revenue neutrality calculation.



	The USF is a medium to fund access charge restructuring and reductions. Sprint/United’s access charges are being shifted to the USF; hence, it only makes sense that the ITORP expense savings should be used to fund Sprint/United's toll reductions.  The 1649 Petition supports Sprint/United’s proposal on this point.



	Sprint/United’s traffic sensitive access rates are to be reduced from $0.038 per minute of use to $0.02 per minute of use on each end.  This reduction will be funded by allowing Sprint/United to participate in the Small Telephone Company USF and withdraw approximately $9 million from that fund after it has been resized to reflect Sprint/United’s participation.  Sprint/United’s access revenues had been reduced to a minute of use rate of $0.12 as part of the settlement of its Chapter 30 case.  Chapter 30 also requires Sprint/United to reduce its access charges to a level at or below $0.12 per minute over no longer than a three year period from approval of its Chapter 30 plan for alternative regulation.  However the revenue neutrality of our additional reduction of traffic sensitive rates will be funded via participation in the USF.



		Finally, in light of the above, Sprint/United shall conform its Chapter 30 access charge reduction plan to be consistent with this Order.



	4.	Other Incumbent Local Exchange Carriers’ Access Charges



		The 1648 Petitioners requested that the Commission adopt the following with regard to small ILECs’ access charge reductions and restructuring:



104.	The small company access charge reduction and restructuring proposal in the Joint Petition in Settlement submitted to the Commission by Bell and the smaller Pennsylvania ILECs� on March [sic] 10, 1997 at I-00940035 et al. (Small Company Plan) [the predecessor of the 1649 modified Small Company Plan contained in Appendix II of the 1649 Petition]is adopted by this Partial Settlement except as follows:



(i)	In addition to the funding provided by the USF included in the Small Company Plan, the USF will operate prospectively to support and reduce local residential customer bills when the Commission determines that an ILEC’s just and reasonable residential local rate exceeds a local rate ceiling of $16 per month for the term of this Partial Settlement.  Future local rate increases, beyond the level of the rate ceiling, will be offset by the USF to ensure that the effective residual residential rate ceiling will not exceed $16 (with a proportionate guarantee for business rates).  If insufficient funds exist to cover the new level of USF support to assure compliance with the $16 rate ceiling, the Commission will require that the USF be increased to the required level with all contributors paying their respective share of the increase.



(ii)	The ILEC participants in the Small Company Plan will pass through the ITORP expense reduction they receive from other ILEC access reductions to end users through reductions in toll rates.



(iii)	Once the combination of USF support and ITORP expense reductions received by ILEC participants in the Small Company Plan reduces an ILECs intraLATA rates to $.09 per minute, any residual USF monies and all further ITORP expense reductions will be applied to reduce the Small Company Pool along with all associated ILEC actual or imputed reductions which result from reduction of the Small Company Pool.



(iv)	Bell’s $12 million USF contribution set forth in the Small Company Plan will be used to size the USF but will not act as a cap on Bell’s contribution to the USF.



(1648 Petition ¶ 140, pp. 41-42).

		The 1649 Petitioners requested that the Commission adopt the Universal Service Fund/Carrier Charge Pool (i.e., Small Company Universal Service Fund Settlement) set forth in Appendix II of their Petition.  This Settlement in effect proposes a means to reduce access and toll rates for the benefit of the end user customer in order to encourage greater toll competition, while at the same time continuing to maintain the affordability of local service rates.



		In summary, the modified Small Company Universal Service Fund Settlement, as proposed, creates a Universal Service Fund of approximately $20.5 million, which will be used to fund the immediate rate rebalancing needs of the smaller, rural local exchange carriers.  The Commission will issue the proposed regulations for implementation and administration of the Universal Service Fund, in the form set forth in the Plan.  Contributors to the Fund include all tele�communications providers excluding wireless carriers.  They contribute to the Fund on the basis of their end user telecommunications revenues.  Contributors to the Fund cannot implement an end user surcharge to recover their Fund contributions.



		In addition, the Fund permits the small ILECs to restructure and reduce their access and toll rates as follows:  (a) Intrastate traffic sensitive switched access rates and structure (including local transport restructure) will be converted to the interstate switched access rates and structure that were in effect on July 1, 1998; (b) The Carrier Common Line Charge (CCLC) of BA-PA and the small ILECs will be restructured as a flat-rated Carrier Charge (CC) and reduced to an intrastate rate of approximately $7.00 per line to be recovered from all toll carriers on a proportional minutes of use basis;� (c) The small ILECs will be given the opportunity to reduce their toll rates to an average rate not lower than $0.09 per minute; (d) Small ILECs will be permitted to increase their residential one-party basic, local rates up to an average monthly charge of at least $10.83, to the extent necessary to offset the reduced toll rates and any excess needed to fund the toll rate reduction is designed to come from the Fund; and, (e) Small ILECs with average monthly residential one-party basic local rates above $16.00 at the time the Fund is implemented will provide a Universal Service credit in an amount that will effectively reduce the rate to $16.00 with business rates receiving a proportionate credit.



		We note that the testimony in this proceeding supports an average toll rate of $0.09 per MOU.  However, the schedules submitted in the modified Small Company Plan are based on an average toll rate of $0.11 per MOU.  Therefore, we shall require that the LECs update the schedules along with their compliance filings to reflect the testimony presented in the case.



		The Small Company Universal Service Fund Settlement was proposed primarily because access charges continue to represent a disproportionate share of the Rural Telephone Company Coalition (RTCC) members’ revenues.  Witness Laffey testified “that intrastate access charges represent from 25% to 40% of the Rural Coalition members' total intrastate revenues [with] between 52% and 72% of the ILEC intrastate access charges [being] derived from [the CCL component alone (the largest portion of total intrastate access charges).]” RTCC St. No. 1, pp. 6-7.



		On the interstate side, the FCC has undertaken significant steps to reform access charges.  This is one reason why Pennsylvania toll customers generally pay lower interstate toll rates than they do for intrastate toll rates.  Rural Telephone Coalition (RTCC) witness Laffey summarized these changes as fundamentally reducing “those components of access charges which are collected on a per minute basis (traffic sensitive); increase[ing] the local end-user charge (i.e. subscriber line charge or “SLC”) for second residential lines and multi-line businesses; establish[ing] a new primary interexchange carrier charge (PICC); and maintain[ing] a per minute based carrier common line charge.”  RTCC St. No. 1, p. at 7.



		The overall effect of these changes was to provide for greater recovery of access costs on a flat, monthly basis rather than on a variable, minutes-of-use basis.  It is critical, from the perspective of Pennsylvania’s rural ILECs, that the Commission mirror these access reforms at the state level.  Since there is no functional difference between access provided on an interstate or an intrastate basis, any pricing differential that may exist will give an incentive to IXCs, upon whom ILECs rely to identify the volume of terminating interstate and intrastate traffic, to report lesser usage in the higher cost venue.  In sum, “in order to avoid tariff arbitrage, it is extremely important that intrastate access charges mirror their federal counterpart.”  Id. at 8 (emphasis added).



		The RTCC believes that the Small Company Universal Service Plan incorporated in the 1649 Petition best accomplishes this task at this time.  “By creating a flat rate Carrier Charge, the RTCC's intrastate access rates for CCL will mirror their interstate counterpart in structure if not their rate level.  The RTCC Plan also provides for state traffic sensitive rates to be set equal to the interstate jurisdiction.”  RTCC St. No. 1, p. 9.



		The RTCC members further believe that if they are to be given an opportunity to be competitive, their intrastate access charges and toll rates� must be reformed on a revenue neutral basis.  The specifics of the access charge and toll reductions are detailed in Appendix II to the 1649 Petition and are an integral part of the Small Company Universal Service Plan.  As discussed in more detail in the Universal Service Fund/Carrier Charge Pool section of this Order, access charge reform and universal service funding must be addressed in tandem.  As Mr. Laffey explained:



	One of the major issues presented in the Commission's Universal Service Investigation at Docket Nos. I�00940035, etc., has been the identification of any subsidies to support Universal Service, and whether and how to move and/or supplant any existing implicit subsidies in local exchange carrier access and toll revenue streams.  The Commission has been investigating several cost proxy models that various parties have proposed for use in establishing a Fund.  However, to date, a cost proxy model has not been perfected to the point of accurately reflecting the cost of providing Universal Service for any company, but particularly so for the smaller and rural companies comprising the Coalition.  Moreover, for the smaller, rural telephone companies, the FCC has stated that a four year transition period is required to investigate properly the issue of Universal Service cost development.  



	In the Commission's Access Charge Investi�gation at Docket No. I�00960066, many of the parties have contended that carrier access charges are one of the sources of subsidy for basic universal services, and proposals have been made to reduce this subsidy and/or make it “explicit.”



	The RTCC [Small Company Universal Service] Settlement Plan reflects a first step in the process of addressing access reform and universal service.  It is not intended as a final solution.  It is proposed as an interim measure to allow the Commission to begin to address these issues while providing additional time to develop a permanent plan.  The permanent solution to these issues must be developed jointly by this Commission and the FCC.  The final plan should consider needed access reform, local affordability issues, the appropriate definition of universal service costs, and funding mechanisms.  



RTCC St. No. 1, pp. 9-10.



		No party to this Global proceeding specifically challenged the Rural Coalition’s proposed intrastate access, toll and local rates.  The only party that makes any specific attack on the access charge reforms contained in the Small Universal Service Plan is AT&T.  However, AT&T essentially acknowledges that its testimony opposing the Small Company Plan was outdated and stale, based upon the original plan filed on November 10, 1997, rather than the plan as modified and presented in Appendix II of the 1649 Petition.  Upon more careful review and reflection, AT&T admits that the Small Company Plan included in the 1649 Petition is much improved. (AT&T M.B. p. 31).  Therefore, we shall permit the members of the RTCC to convert their CCLC to a carrier charge consistent with their proposal contained in Appendix II of the petition filed at Docket No. P�00991649.  In addition, as will be discussed in greater detail in the Universal Service Fund/Carrier Charge Pool and Rate Cap/Ceiling Sections of this Order we shall also permit the members of the RTCC to revise their toll rates and local rates in conformance with Small Company Universal Service Fund Settlement as attached to Appendix II to the 1649 Petition at Docket No. P�00991649.



	5.	CLEC Access Charge Cost Support



		With regard to CLECs’ Access Charges, the 1648 Petitioners requested the following:



�SEQ ParaNumbers1_0 \* Arabic \n�15�.	No provision of this Partial Settlement is intended to be construed to require any CLEC to change its existing access rates.  For future CLEC access rate charges, there will be a rebuttable presumption that CLEC access charge rates that are at or below the originating and terminating access rates of the ILEC in whose service territory a given customer is located are reasonable.  Under these circumstances, cost documentation will not be required by the Commission in recovering CLEC access charge rate changes.  However, the presumption described above does preclude a CLEC from implementing a cost based approach to the establishment of access rates.



(1648 Petition, p. 44).



		The 1649 Petitioners request that:



58.	Upon filing of an initial access tariff by a CLEC, the rates contained therein will be allowed by the Commission to go into effect by operation of law.  The Commission will presume that CLEC access charge rates that are at or below the corresponding access rates (for origination and termination) of the local ILEC in whose certificated territory the CLEC is providing service are reasonable without requiring cost documentation; provided, however, that this presumption shall not be construed as precluding a CLEC from initiating a cost-based approach to the establishment of access rates that exceed the local ILEC’s corresponding access rates, nor as requiring a CLEC to change its existing rates.  Any party that files a complaint against the existing access charge rates of the CLECs will have the burden of proof of demon�strating that the rates are not just and reasonable.  This provision is intended to be consistent with Section XII of this Agreement, entitled Regulatory Parity/Filing Requirements.



(1649 Petition, pp. 25-26).



		The 1648 and 1649 Petitions’ proposals regarding CLECs’ access charges are similar.  We find, however, that the provisions of the 1649 Petition, paragraph 58, are more specific and provide a clearer statement of our intention.  As such we shall adopt the provisions of the 1649 Petition.



6.	Access Reduction Flow-through For InterLATA and IntraLATA Toll



		The 1648 Petitioners believe that any access reductions experienced by toll carriers should be required to pass the access savings on to toll end users on a dollar for dollar basis as stated below:



�SEQ ParaNumbers1_0 \* Arabic \n�16�.	All access users which experience access reductions as a result of implementation of this Partial Settlement will pass through the aggregate amount of reductions experienced on a dollar for dollar basis and will reduce their average revenue per minute pro�portionately to both residential and business toll customers.15   All access users will work with and cooperate with consumer representatives to assure satisfaction of compliance with this obligation.



15  Flowthrough is not required in instances where access charges are restructured from a per minute rate to a CC.



(1648 Petition, p. 44).

		The 1649 Petitioners request:



60.	The interexchange carriers will reduce the average price of toll service equal to or in excess of the actual access cost reduction (after accounting for the USF contribution or other access cost increases) associated with this Agreement, on an annual basis.  The interexchange carriers will provide calculations on the impact of access flow-through on both the residential and business segments; the calculations showing the results of access reduction flow-through will be provided to the Commission, under the appropriate confidentiality restrictions.



(1649 Petition, p. 26).



		The primary difference between the 1648 Petition and the 1649 Petition with regard to just flow-through is that the 1648 Petition would require that “all access users” reduce their toll rates as a result of access reductions; however, the 1649 Petition would only require IXCs to make those rate reductions. 



		Witness Laffey states that “all access users” should be required to reduce their toll rates as a result of access reductions, and not just IXCs.  See RTCC St No. 1, p. 3-4.  Furthermore he believes that the OCA misses the point and misunderstands the interrelated terms of the Small Company Plan.  The Small Company Plan already incorporates the requirement that the Rural Coalition members flow through access reductions via toll rate reductions and pass-through of ITORP expense reductions, thereby reducing the size of the fund to the direct benefit of all end users. See e.g., RTCC St. No. 1-1 pp. 3-4; Tr. 547.  The OCA revision is unnecessary.





		We agree with Witness Laffey’s reasoning.  Therefore, we shall not require RTCC members to further reduce toll rates based on their ITORP expense savings.  We shall, however, expect that  all IXCs that experience access reductions as a result of implementation of this proceeding to pass through the aggregate amount of the reductions experienced on a dollar-for-dollar basis and to reduce their average revenue per minute proportionately to both residential and business toll customers.  In addition, as discussed above, we have also required both BA-PA and Sprint/United to flow-through their ITORP access expense savings to end user toll customers in this Order.



		In order to carefully monitor the extent to which customers receive toll rate reductions due to the access charge reductions ordered herein, we shall require all IXCs that experience access charge reductions as ordered herein, to file an annual report with the Commission demonstrating how the access charge reductions have flowed through to the appropriate classes.



	7.	Subscriber Line Charge/Toll Line Charge



		The 1649 Petition requests that the parties, as part of this Agreement, shall not impose an intrastate subscriber line charge (SLC) (1648 Petition, p. 23).  Since no party has advocated the initiation of an intrastate Subscriber Line Charge (SLC) or Toll Line Charge (TLC) in this proceeding, we shall not authorize one at this point but will examine the appropriateness of such a charge in the context of the Commission Investigation in 2001.



	8.	Commission Investigation



		Finally, in order to complete intrastate access charge reform and to presumably eliminate all subsidies in the access charge rate structure, the 1648 Petitioners requested that the Commission initiate an investigation involving various matters as summarized below:



�SEQ ParaNumbers1_0 \* Arabic \n�17�.	The Commission will initiate an investigation on or about January 1, 2001, to develop a solution to the question of how the Bell, GTE, Sprint/United and Small Company Pools will be reduced and then eliminated.  A final order adjudicating the docket will be issued within 6 months of initiation of the investigation.  In conducting the investigation, the Commission will consider whether merger savings and other expense reductions are an appropriate funding source for reducing the pool.  In addition, the Commission will consider whether new revenue opportunities presented by the actual or potential approval of a Bell Section 271 application represents an appropriate funding source for reducing the pool.



(1648 Petition, p. 44).



		The 1649 Petitioners, for their part, request that the Commission initiate an investigation on or about January 2, 2003, to develop a long-term solution to the question of the proper level for the Carrier Charges (CC).  



		We believe that the sooner that we resolve the reduction and possible elimination of the carrier pool, the better it would be for the competitive environment in Pennsylvania.  Therefore, we shall initiate an investigation on or about January 2, 2001, to further refine a solution to the question of how the Carrier Charge (CC) pool can be reduced.  At its conclusion, but no later than December 31, 2001, the pool will be reduced.  In addition, we shall consider the appropriateness of a toll line charge (TLC) to recover any resulting reductions.



	�	Competitive Telecommunications Ass’n. v. F.C.C., 87 F.3d, 522 (D.C. Cir. 1996)  

	�	The FCC’s separations rules typically assign TS costs on the basis of the relative interstate and intrastate usage of the facilities, as measured, for example, by the relative minutes of interstate and intrastate traffic carried by such facilities.  By contrast, the costs of other facilities used for both interstate and intrastate traffic do not vary with the amount of traffic carried over the facilities, i.e., the costs are NTS.  These costs pose particularly difficult problems for the separations process.  The costs of such facilities cannot be allocated on the basis of cost-causation principles because all of the facilities would be required even if they were used only to provide local service or only to provide interstate access services.  A significant illustration of this problem is allocating the cost of the local loop, which is needed both to provide local telephone service as well as to originate and terminate long-distance calls.  The current separations rules allocate 25 percent of the cost of the local loop to the interstate jurisdiction for recovery through interstate charges.

	�	It should be noted that during the past 10 years, this Commission has permitted some LECs to change the method of billing the Carrier Common Line Charge from a per minute of use basis to a flat rate per access line per month basis.

	�	In reality, local exchange rates throughout the United States have been subsidized by access charges which are well in excess of their costs.  The other elements that contribute to the subsidization of local exchange rates are toll and local vertical services.  The combined subsidies from these services is what have kept basic local exchange service rates in Pennsylvania at an affordable level over the years.  It could be said that the sum of the subsidies from access, local and optional local exchange services has performed the duty of an implicit “universal service fund” in Pennsylvania

	�	Residual pricing is a tariff pricing mechanism used by utility regulators in the monopoly environment in which access and toll rates, as well as vertical local services, are priced at rates well above their costs, but at prices that the market will bear, in order to keep basic local exchange telephone service rates affordable.

	�	These ILECs are Bell Atlantic-Pa., Inc., Buffalo Valley Telephone Company, GTE North, Inc., Hickory Telephone Company, Lackawaxen Telephone Company, Laurel Highland Telephone Company, Marianna & Scenery Hill Telephone Company, Pennsylvania Telephone Company, South Canaan Telephone Company, and The United Telephone Company of Pennsylvania. 

	�	See In Re:  Generic Investigation of Intrastate Access Charge Reform, I�00960066 (Order entered February 14, 1997).

	�	See In Re: Formal Investigation to Examine and Establish Updated Universal Service Principles and Policies for Telecommunications Services in the Common�wealth, Pa. PUC Docket No. I�00940035,  (Order entered January 28, 1997).

	�	ITORP (IntraLATA Toll Originating Responsibility Plan) is a toll settlement process through which ILECs reimburse each other for the use of the loop and switching facilities for the termination of intraLATA toll calls that originate in a different service territory than which they terminate.

	�	The PCO (Price Change Opportunity) is a formula based on the Gross Domestic Product Fixed Weight Price Index (GDP-PI) which was approved as part of the Price Stability Mechanism in BA-PA’s Chapter 30 Filing at Docket No. P-00930715 which caps revenue increases resulting from tariff rate changes for noncompetitive services.  Each year, BA-PA must calculate its cap (i.e., PCO) under the approved price stability formula.  If the PCO calculated for the year is positive as a result of high inflation, BA-PA may file tariff rate changes for noncompetitive services to recover up to the amount of the PCO for that year or may elect to forgo any or all recovery of the PCO for that year.  If the PCO for the year is negative as a result of low inflation, BA-PA must file tariff rate changes to reduce its revenues from noncompetitive services by an amount equal to that year’s PCO.

	�	Re Bell Atlantic-Pennsylvania, Inc., 82 Pa. PUC 194, 224 (Pa. P.U.C. 1994).  In addition to finding BA-PA's rates to be just and reasonable, the PUC specifically found that BA�PA's then existing switched access rates -- at about 7 cents per minute -- were well below the statutory threshold of 12 cents per minute.

	�	See AT&T St. No. 2.0-R, pp. 4-5.

	�	 We note that the CC is not an access charge and would be levied as proposed by the RTCC at Appendix A to P�00991649.

	�	 BA-PA did not implement its 1999 PCO rate reductions because it originally proposed in the Global Telecommunications Settlement Proceeding at Docket No. M-00981185 that a certain percentage of the 1999 PCO reductions be used for access charge reductions.  When the Global Telecommunications Settlement Proceeding broke down, BA-PA further delayed implementation of its 1999 PCO pending the outcome of the instant proceeding.  By letter dated October 30, 1998, BA-PA informed the Commission that the low inflation rate for the twelve months ending June 30, 1998 ending June 30, 1998 has resulted in a negative PCO of $32,185,000.

	�	Generic Access Investigation, AT&T St. No. 1.0 pp. 3-4, Record Appendix, pp. 65�67.

	�	As will be discussed in the Universal Service Fund/Carrier Charge Pool Section of this Order, we shall direct BA-PA to further reduce its CC pool by approximately $8.445 million annually to be funded by the 1998 PCO filed November 14, 1997, at Docket No. R�00974201.  The first year’s value of the 1998 PCO, however, will be used to fund BA�PA’s contribution to Lifeline.  In addition, any interest accrued on the 1998 PCO as of January 1, 1998 should go toward reducing BA-PA’s CC pool.  

	� 	See, Pennsylvania Public Utility Commission v. Bell Atlantic-Pennsylvania, Inc., 

Docket No. R-00963796 (Order entered December 24, 1996).

	�	 We note that the Bell Atlantic-GTE merger is not included in the scope of this proceeding.



	�	 AT&T St. No. 2.1, p. 20; GTE St. No. 1 p. 10; Tr. 451.

	�	 Tr. 452 – 453.

	�	 Tr. 453.

�	The small Pennsylvania ILECs include all remaining ILECs except GTE and United Telephone Company (Sprint/United).

	�	Those Companies with a CC below $7.00 are not authorized by this Order to automatically increase their CC to $7.00.

	�	The Rural Coalition members argue that, due to residual ratemaking, their intraLATA toll rates are above costs and, following intraLATA presubscription with the entry of IXCs in the now competitive intraLATA toll market, the toll rates of the rural companies are not competitive and must be reduced on a revenue neutral basis.
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