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r AGREE I{rIE lt[a$g oF TaE ExpERTg TEru[ ARGttB rEAa TEE FoRcEs
OF TECEITO&OGT AilD COMPETTTTOT EAVE @!IPETI.,ED STATE REGT,I,ATORg TO
REtuer"uATE AlfD REAsgEsg sEE srRucrtrRg or T't'cou'uilrcAgrotr

'ERVICE 
.!'ENtrETS. SOME IlS TEE INDI'STR' BELT'UE TEAT rN }

TECNNOLOGY-FT'EIJED COMPETTTIvE r.,lNiNX' PLACE, REGI,LASTOT, I{ONE
PARTICUXTARLTI RATB Of RETURN REGITf,A|IION, XS OF LfgItE BAIEFIT AND
rN t|AFr I{AY9 A llALroR onngnRslr ro sltBsrexrrlrn, pnoeRusst. IIIERE r
8Ec$f xt DSqIATE FROU TEqtE VrErtg rg ng ldy AssEssuENr oF TFE
ExrstrrNci rgtEcoliofirNrcAaxoNg uaRKEr vru A vrz coMpETrrxolt AND rN
?IIE ROTE rEAg SfArE RECUIAIrO$ EAg PTEYED DI,RNIE TE'S TRA$Sr-
Txot{Ar' PERroD" rr rs ldr oprNroN THAr DEsprrg rEE GREAT srRxDEs
TIIAT flA\rE BSEN ACATEVED r$ TEl,EcoltutrNrcsrrol{s TECEFOLOGY, TELE-
PH'NE coMPANrEg wrLL 

'ETATN 
suBsTANTrArr uARrEr porr'R rN rtg

sUpPI* oF LOce& sER\ilIcE, lturf,t Axr TEE sN,tE TruE, BEcOurNc rN_-
cREAtlrNcr,Y MonE rl{tof,\t'D rN coup'Trrrv' MARKET'. coNsEeuENtLy,
REGULATORS II'USI RESPOIID rO THE DUA& 

'URD'N 
OF ASSURING TNA'

TEL'EPBOIiIE col'rpAilrBg DERrrrE No t wDuE ANTr-coMpETrrrvE ADVAMTAGE',
A$D fmr cA*rrv' nerEPAYEns ARE Nor rNeppRopRrATErJy BI''DENED wrTH
COSTS OP COMPETITIVE VENTURES.

x Ar'so DTSA.REE I{$E THE RE.ENT cRrrrcs or REGur.ATroN IHAT
AssER! THA''TATE REcur,AToRs AnE "opposED To ANV co'p'Trrro'
WXICA APPEARS TO TAREATEN TNE RSVENUE BASE OF THE I.OCAIJ EXCITANGE
c0l{PANrEs''t* TNTERT.AIA coMPETrrroN rs pREsENr rN NEARL' ALrr oF

l."ilnl"reguJ'ation: A survev of the srares,



TEE IIINTI-TATA STATES. TFIRTT-SIX (36} OF TEE Tf,IRTT-EIGH|r I3.8}

!{ULrX-LATA JURfSDICTIG{!! HA\'G AUTHOnIZED FACILITIES-BASED CARRI-

ERg tO O?SRAIE Iil rgEIR RESPECIIIIIE STATE9. I|BIIJE NOI-FACIL,ITIE$

BASED COUPETITION IS PERUITNED IN AT'T. UUI.TI-LATA JURXSDICIIONS'

A I{In|BER Ol' STATES EAVE AI.|SO TAKEN STEPI' 8O REDUCE TEE REGULATORY

RDSTRICTIONS OII INTERI,ATA COUPEIITIOII BY AI)OPTING SOT{E FONU OF

PRICE FLE|IIIBILITY. COMITISSIONS IN APPROXIIIATELy TEInSt (30t

STAIES EAvE ADOPTED rBAIIDED nATBgr fOR INTEREXCEANGE CARRIERS'

INCLI'DING ATTT. STATE COMUISSTONS' IN TITENTI (20} JURISDICEIONS

NAVE AI.SO ATITEORIZED FACII,ITIES-BASED COI{PEIIITTOI$ IN TEE

IN|IRI'LATA TOLIJ ITARKETS. AND TEE STATE OA TIT}NIDA PERI{XTS

INIRAI.AfA [C'I,IJ COUPETITIOIT BETTIEEN EQT'AI, ACCEEIS EXCEA}IGE ARE.AS

Al{D THROUGE RESOTD I'ACXLIlfIgSt. STA1|g Or'FXCIALS EAVE AffiO EXIEND-

ED TEE CONCEPE OF PRICE-TLEXIBII,IIT TO THE LOCAT EXCEA}IGE UARIEES

rNctuDrNG 8AI{DED R.AlESt, DEtrARTrFED SERVTCES* A![D PRTVAI'B CON-

TNACTS.

TEESE FACTTI T{OUTD SEEM TO DISPET, TgE ASSERTXONS IEAT STATE

REGUIATORS ARB PROTECTIONXSTS AIID ARE 'I|BEREFORE OPPOSED fO

coupErlTlou. x WII,L coNcEDE, HO!|EVER, THAT THE SIArES EA\'B

PROCEEDED DOIVN lHE PA1IH OF DEREGUTATION WIITIH FAR GREATER CAUTIOII

TEAN nAS BEEN DEIIIONSTRATED AT fHE FEDERAL TE|\IEL By EXTEER THE

DEpART!,rENtr OF JUSTICE (mt} OR TEE FEDERAL COIT'MIINICATIONS COltlMIs-

sIoN (rccl. IHE REAsoNs FoR sucE DII'FERING APPROACHES UPON

CAREF'IIL ANALYSXS BECOI'IE SOME!{EAB CLEARI THE STATES ITAVE BEEN

ntrex/Centron'cointe1ephone,mobi1eserviceg
personal signaling, private lines, paginsr MTS/I|ATS, and wire/
DIGICOM.



FORCED TO RESPOIID IN A REGT'LATORY FRA!{EWORK TO DECTSTONS RENDERED
Bu' TEE Fcc' TEESE DEcrsxot{s,EA\.E EAD DxRrctr REvEr{Itts rlc,acr. ou
r,ocAr* opgnn:rrnc coldPAltrEg. DEcrsrong, RErarrNG To, strcE l,ragrEn$:As
DTPRECIATTON, ShNSCTURAI, SEPARATIONS, ACCOT'NTING, COST AI.TOCA-
TroNs' AIID TEE LrFTrNc oF BUsrNEss REsrRrc?roNs AND TEE r,rKE EAVE
gAU AIID Wr"L *A\TE. II.I!,IEDIATE E![D DEVASTA''ING EF'TECTS ON I@AL
TEIEPEONE.NATES.] AIID I,OCIE TEL'PEONE rSSUEg. lEE STAT' Con{U'C-
sxoNSr uararre- TgE Do,I (wxrH rrg NARRow ANrx-TRUSTr rocusl AIID TFE
I'CC' (I{rTB ITgi LEGISLATIVE ilANDATE To ENcougAGE TEE pROvIgIoN or
NEW TECEI{OLOGIES A}ID SERVTCES' EAVE BROADER LEGTSTATI1IE RESPON-
STEILITTES TSA' REQUIRE REGULATORY DECISTON* 

'HAX' 
ENE OggUED rN

rEB PUBtng INTERESr. WE. ARE REQUfREDT By IAW, TO BALANCE THE
TNTEASSS OF l8E REGULATED AIID TI|E CAprr\rE, coN$ulrrgR. uong, rupon-
TENTIIYT EIE.TI TEOUGH TEE FCC EAS.A IJEGTsf,ATIVE DrREcrwE To ENsunE
nuNr\rERsA&' sERvrcEr' rr EAs BEEII AT TEE srATE rJEr/Ef,,THAT rHEsE
ltoRDs EA'IE AcruAr,Lr BEEN EMBRA.ED Ar{D ENF'R.ED rN REGur,AToRy
DECXSToNS.

TErs ttoRNrNG r !{r"', Drscuss Eow rEEsE REspEcTrrrE p'RcEprro*s
OF REGUI,ATORY RESPONSIBILITIES EAVE COMPELI.ED STATE REGT,LATO-' ;;
AppRoACE,SUCS rssuEg AS pRrcE At{D COSrrNc QUITE DXT.FERENTIT rRou
ouR FEDERAxT cottNTERpARTs- r wrr,f, spEcrPrcAr,r.,y ADDRESS THg AREAS
o* NE${.RK itloDERNrzATxoN' oNA, DrvE*sr'rcArroN A}rD' AFFT'TATE
TRANSACTIONS,



&s rEE STATE r.,8\rBL, REcIniilIORg, rN DE$ERMII{ING PRICE, Wrr,rr

CONSIDS& SUCE.TS€AORS AS 1} RAITIETT !'BXCE WXL& GENERATE TAE ESfAB.

LISEEU RE\,fENUE REQUIREI,IENTST 2l INCREM8HTI& cOg:t$', 3I COStr-

cAgsER, 4l FATRNESS AND EQUITI, 5l UIrVERSAI, SERVICE, 5] EFFr-

crENey; ?l RArB coxrtnursr, BI. cRoss-sttBsrDrzArron, 9l coupEar-

TXONT, alID, 101 POTITICAIT REALISIES. BtIn NOII NECESSARff,Y IN TBAT

oRDE&.r '

ErsToRrcAr,LY', TELEPBOIiIE COSTffc At{D. pRrCrNG Ar 8HB tOCArr-.,.
IJqryf WAg DONE XE9IDUALLY.. CERTAIN SERVXCES $IERE, SEPARAffiLI'

cqsTEIl nNg pmcgD, AllD rHEi RE\TENUE RECFTIREMENT$ OVSR AlrD ABOVE

TEE RE\TENT'ES GENERATED BY TAOSE SBRVTCBS WSRE RTOVERED E ROIT

&oql+, gERvIcE RATES[,., crVEN TEE sESrr OF rELEpHONs CO!dFANY'!!NfAGE-
,'

MEN|F TOISARD- COMPETITIVE !IARKH!9 Al{D, DIT ERSII'XED EUSINESS VgH- ' -

TIIRES; I[ SEEUS ABITNDANTLY CLEAR REGIII,AIOR$' ARE NOIS FAS$'

WITE THE OBI,IGATION AIiID RESPONSIBTLT:T,:T TO REE\ZALUATE PRESEN1TI

COSTING !{ETHODOLOGIES. GIVEN THE LARGE PROPORSION OF JOINTLT

IrSEtr PLAIITS UTnLIZED IN PROVISION OF TELEPAONE SSRVICE' AND fHE
IIARBITRARINESS'I 08 ANY AI,I.OCATION OF THOSE COSTS AITIONG SERI'IICES,

DISPUIES OVEN COST OF SERVICE WILIJ ESCAsAtrE SI'ESTANTTALI.Y OVER

THE NEXT I'E![ YEJARS. TIIERE I{XLL BE LASGE DISPARITIES BE:TWSEN

COSTS OF A SERVTCE AS DSI'ELOPND BY THE VARIOUS PARTIES TN A RATB

PROCEEDING. BOTH DEFTNIrION AltD ALLoCATTON of COSTS uUsF BE

EVALIn,ATED CLOSSLT AND STATE REGULATORS CA}I NO I.ONGER ACCEPT

TELEPIIoNE coMPAt{y DEI'INxrIoNs AIID ALLoCATIoNS wITHoUr



UNDERgTASDIIIG. TEAT STNATEGTC PRTCING [O RETATN OR EXPAIID I,IANKET
DOTIINA$CE r BOTE EXISTTNG A}TD DEITELOPIT{G MARTETS A[ TEE E)G|ENSE
oF I'loNoPoLrsTrcAr.Ly-supp[rED cusror,rERg rs A porENTrAr REAr,rgr
BROUGSq ABOU' BY TEE PNESSURE OF COIIPETTIT*. IIERXgrg. AND TEE.
amrrrqryna REALXfT oa mE nnaarronsErp, BETT|EE$ pRoDUCr pRrcrNc,
FRODUCE. DEIIAITD DETER!,'rNA}ITS, IIARKET. SqNNS" PROFITS 

.ATO 
UNTEE'-

**nftTtqof,Ds& rNcglmrvEs uusr BE KEPr' EtrER-MnNDrue-_ rN oUB,
EvAr.,uerroN oF PRrcrNG pRoposA*s. TnEsE pRrcrNc srRArEGrEs oR
cosg sErFTs cAl{ BE suBELE' AND.Nog RgADrLr DETE.TED usr'G gReot-
TroNAr' A€cou![Trl0G MEfFoDs' Etrr TExg, MAKE$ rEE sExFT No r,Ess
DAI{AGrIsc tr'Rol' mE pRospEerr\t' oF THE !4oliropoly narnpe"mg oR
CoIIPETXTORS.

IMIEST!4ryYT PRACSICES !,TUST AESO BE UORE CLOSEIJT SCRUTINTZED,
STICE AS ACCETERATED !'ODER}IIZATIOIS OR THE NETTLY 

""O"O'*O;;;'OPETI. NE*EORK ARC'I'ECTURE (OIIA}. 
'NESE 

BUSINESS DECTSTONS MAY
TUPOSE COSTS ON I,'ONOPOI,Y RAIEPAYERS FROU IIHICE IITItE OR NO
BE"'FTT rs DERr\'ED' ltoDERlqrzArroN To DrGrrAr. TEc'Notocy r{nrc'
ALLo!{s FoR TEE Accoll}loDATroN oF coupur'R AppLrcATroN rs occuRRrNc
AT AN AI,ARITIING RATE DESPITE THE F,ACT THAT THE PRESENT NETI{oRT Is- aao*

USED PRT!{ARTLY FOR VOrCE COI{MT'NICATIONS FOR VYHICE THE OLDER
NETWORK IIAD }'ORXED ADEQUATtsTY. A}ID AT THIS POTNT THE DEMATID FOR
MANY oF THE sERvrcEs FoR t|nrcE THE DxcrrAr, IirET{soRR.rg BErNc
DESTGNED EAs ETTHER NoT MATERIAT,TZED oR rs TSOLATED ro A RELA_
TII/ELI FgW LARGE USERS.
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GlryT IEE EFFECTS OF UODEnNT[Atrr,O$ nAm BAS$'. DpRrcr[4

TXON nATtsg AND DEPRECTAtrTOU RESERVES, r8 BEeOMES, PROBLSTAATC FOR.,
:...

REqUfAf,ORg IE rEE DECTSION TO UODERNIZE EA!i'' BEES DRX\IEN, SOr,gr,E' BV
',1,'.,t,. .

COIIFEIIEIIIE- GOttl,S BUI[.,P]ID fOR SOL,E.I'.Y BI ONOPOLY RA|IEPAYER!]. 
:

:

:

, gEE. PneTEtTED CO3![,OF O Ig S3.5-3.8 BILLIOT{ AND EAll BEE!['

PROPOS&T!. El IEE rCC TO EltgURE, COUPBTITION, A![ONG' EtrEANCED SER\,IICE
.

PR TXDERS. DOESNIT EQUITT AT{D FAIRIIESS REOgINE IEAS IEESE COggS.
:...'':'

Bg: ISOIJ|SED AND ASSIGNED TO ENSANCS SERVICE USER$.A}ID PROVIDERS.. 
::.

TaS q$aIFOnNIA' PITFLIC'UTIIrITIE$, COltUISgIOtf ARGUE!i' TE&f !O TH&'
r,.r, l

eryrqw. TqEs oNA RESLLTS rN Sr6:NrFICAnr,CLRRENT EXPENSES, rFEv

SHOIII,D. BE CAPITALIZM AS 'IORGAIiIIZATION}L'I COSTS FOR. THE NEII

ENTERPRIIIET AI[D, RACOVERED AS RgTIENUE STRBN,$I DEIIELOF.*

, IT- HAS RECEUTLY BEEDI. SUccESfgD rAAr Tm |TAND-AIONE COSTING

METNODODOGT- IS AN APPROFRIATE WAI TO AI,LOCATE COSTS BgMTEEN

REGT'I,ATED ATiID UNREGULATED SERVICES. T'![DER |IEB STA}ID-AI,O{E

CONCEPE, SEPARATE NE${ORK€. ARE COSIED FOR EACE OF SE\IERAE DTFFER-

ENI SERVTCE CAIEGORTES SttCE Ag LOCAI" SERVTCE, rOLL SERVICE,

PRMTE LINE SERVICE, Al{D SPECIAL OR ENnAIVCED SERVTCES. TErS

COSTING WOULD BE BASED ON AIiIAI,YSIS OE ACTUAIJ USE OF FACILITIES,

TRATFIC, AND ACTUAI, BOOKEII COSTS. OPERATING EXPENSES FOR EACE

CATEGORY lfOUf,D AI.SO BE CA'LCUTATED OR AI,LOCATED OI{ THE BASIS OI'

COST-CAUSATION. AGGREGAIXNG TFE EXFENSE AIitD CAPTTAI, COSTS BY

*California ONA coneetrns.
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c&sEcoar l|0[t[D YrE&D

cA[8GOna oF. SDRIIICE.

TEE- sTtllD-af,ollE cosg or. pnou[DrNe SACE

It

I ' 
,',, , 

rr' EAs BE!t{' aRlrrED. gEAr TErg. uETHoD sEour,D gE AppL 'ro'
TEtEcoyTryrqAsror{s' sER\rreEs!/. rrc*usE TBERE rfrr,& eawnis 8s, * ,,

PORTTOI{ OF CO8T$, ryAa enn, COnrOn rc UtrtTIpr,E, SnnVfCfS3l Atfn 
,THE,

APTROPTITT. UnrEOg- roR Colll,toN COSr AtfoerTroN Altolrc rnnsa sEnxrrc-
Es rs snanrne 

' or' lsE B8lql'xrs og coruor{l suBprr rr{ pRoponrros rt)
THE STAItD-ef,oNts cogB OF SEPAR&TE Sgpp&g,j/ ' '

xrr.usrnerrOsi' Assuuu, tEHr: TEE STAI.ID-AtroNB. cos::[g, or.igE,
coY?,l c9$FoNaq. oF tocA&,'sERvrcE' LoNG Drsrel$cE sgnvrcg,.0tr{D Eu,-
HAN.ED ssnn^cgi tso, $75 A*D: $100. *r"on ;;, 

-;; 
;;;

'UPPLTED 
rN cglo{o*l, TBE rosm costr rs, $isa,, 

"*ornprne 
A $ZS

sAvrNc o\rER SUB*nAre pmct*g. TErS, 
'AVTNC "i 

,r* o" ,* sur.r, or
TEE STAI{D-AI,OT{E COSTS. IF TACE SERVTCE RECETVES A 33S SAVING
FRou rts grarlD-Ar'oN8 cosrs' TEE colrrMoN cogxf Ar,LoeATxo$ wouLD BEc
LocAL sERvtcE' $33r LONG DrsTN{cE, $50, AriID ENElt{cED sERvrcEs,
s67' EA.E sERvrcE BEt{EFrrs pRopoRTroNATEr,y rN DrREcr REFEREN.E
To rrs BEST AT,TERNATTvE sTAt{D_A[oNE cosrs.5l

suPPoRTgRs oP sTAt{D-Ar.oNE cosTrNc DEFEuD rr As A}I rldpoRsANT
REGUIATORY IOOL WAICE TS DESTGNED TO IDEIITII'Y
cRosg-stt'grDrzA'ro*, Af,r,ocATE cos's oN A cosT{AusATr\rE BAsrs,
AND DTSTRTBUTE THE BENEFXTS OF iIOTNT PRODUCTTON. THEY POINT OUT



AHAI TEITEPEONE' CO!{PANIA$ WEICE CRIIICIZE TEE METEODOLOGX AS lOO

VaCUS AND gvFotrEElrxcelJ DO NOT EgSITATE- TO"EuprOy nxpOrsErleA&
a":'.,:

BYPAE$ SIfIIATIONSI Xl{, TEEIR R&TS{AfIfre, nnGlrug$Tg- FURTEE*; TEOStsi

T[gO ORGE. IIEAT STAI{D-ALONE COSITNTE IS NOT.APPROPRIAIIE BECAT'ST Itr :. . : : :: :

DOES. N€XF ADDREST' INDTVTDTIRI" CI'STOI'ER SIITUATIONS.i SIMPI.TT DO NOIr" .. . : .,:, ,,'.,

ITNDERStrINtr. l[HE. PROCESSI.. PROPONENTS. Og.TEE IIETHODOTOGT SrlSE I:HAS

SINCE rEE PITRPOSE OF g'IIAND-AI,ONE COSTING Ig TC} ATTRIEUTE A

Rry{qE REQUIREIdENT TO VARrOttS. SERVTCEST, tc'WOsLU NOt Bg epin6-
pRxatrE, To, ADDnEss rttDrvrDltAr" cugroliBs srruATroNs. q /'

,:: ::': 
: : :'.|

TELEPHONE COUPAI'IESI Ag, yog T0oItLD ExpECr' HA\IE] NOE TAVORED
, :t. ll,t':l' I -: , 

,',..
u,tFr,El{En$xrlott oF s:rAND-AroNE COSTTNG !,ryXEO-DOtrocrE8'. rN llEn U.c.

PUBTJIC SERVTCE Col}t}trggroNts r.,AsT'aATB, pRocEEDrilG,r, [gE, Cep EELE-I
' i,:r:l :,:'
p-EgIE, COUPAI$$ COI{DEUNED' IO AS. PROUOIXNC'TECONOMTCI$II INEFFICIENr
r-.-.--- -. .. .. ,- -PRICE' gTnnCTUngS. AlilE DEN9ING THE aENEFI,TS OF iIOINI AIID,IIIIL8I9LE.'.

rll :l :. 
l

'pRoDucrron ro cot{suuERs,n_Ll !f8EN fHE KANSAS CORpOnnntOU COMMTS-

SION CjILLBD FOR COMME!{TS ON TEfg TOPXC IN, 1986r SOUlHlgESTEnlt'BELL.
l

lfEl{t ON Tgt, REeOnD X!$ OPPOSITIoT$ BECAITSE'SUCE COSIING' IN ITS

VrElf ' !{l,S NOT REALISTIC BECAUSE IT ASST UED A RELATTONSEIP BEBWEEIS

erv Exrsrrnc Ngn{oRr AND A HyporglllrcAx, NETwoRtr A]lD THE collpAxv

BELI$IIED THAT TEE QUANTITI OF ASSITMPTIONS NECESSARI TO !|ORIr{[II,ATE

TEIS TYPE OF PRo\IECT T{OULD BE ENORITIOUS. FSRTEER, A STAI{D-ALOIE

COST STtJDy nOuIJD PRODUCE vASTLy DIFFERENT RESULfS DUE TO ITS

DEPENDEISCI oN rEE NUIIBER oF sERvrcE cATEcoRrEs.j/



9EATE REcuLAroRy co!,ttfissrotfs, FoR TBE uosf pAnr, gAvE

ADPTP' A o!{Arr Al{D sEE'r errrrgDe oN Tgrg rgsuE. Eo& t**,
fEE KFrl{sAtl coRPoReTxo$ cou!$ssro$ punrom,rm. THE, I,rRgr sTAt{D;AtoltE
cosrrNc sll[tDg xs, 1983r BXts EA{i, y,Er TO ACr'Eraroy ADopr rEE METEOD-

of,ocr: THE' gAIttE rs TRttE rcoR s[ArE coldMrssrofls r$: wrscot{gr$,
sourE DAxorA AND oEro. pENIfsvrJvANrA EAs A srATurE wErcH REeurREs

:A TELEPEONE cotiPArvY To suBunT srrNo-AxsNB cosr, ,r*r"r:" 
"or' 

oNLy
ffiN @: SEQIIgsrEo PERCENTAGE TNcR&Ags rs, r,ocen nerus gxcmosl rEE
OVrnaln nnqPESTEs pnnCemecg *.**;E.g

t:':.

:

THE DISTRICT OF COTT'MBIA EAS NE\TER REqUINED THAT A
.

srAlID-AeoNE sruDy BE Dol{p. rr* FAc:r,r, lfE EAlrts coNgxstE**"i R8JECT..
ED ASSERTTONS TEAT SUCE A STUDY SEOUTD BE PERFORMED. TEE MOST

.

REcEt[T REJEcTIoIt occuRRED IN FoR!,tAL cAsE g2B, oUR CENITREX DocKET.

::,rl.

IN THAT clSE' TEE OFFTCE oF TEE PEOPLETS cOuNSEL uRcED Us Tctvvv.lvflJ I

pl'ACE cENxR&ta rN x.|[s ovrN sERvrcts cArEcoRy A!i[D'To Ar.,focATE rfs
cosrs oN A srAND-AtoNE BAsrs. TEE coMMrssroN RF^rEcrED TErs
BECAUSE IgE WERE NOT CO$UINCED OF TtsE USEEI,IJ{ESS OF THE

srAND*ArJoNE cos! IttETHoDor,oGT srNcE rr DrD No|r coNsrDER THE RoLE
OF CO!'IPETIIIVE MARKBT FORCES AT{D DEIIAND E1ASTTCTTIES TN THE

FoRMArroN or EFFTCTENT RATESi RATHER, rnxs Ir{ETBoD wogu} ?END To
AssrGN cosrs To sERvrcEs BA$ED uPot{ nsupply srDnn coNsrDERATroNs
ol{LY' sucE A NARRow vxEtf oF pRrcrNG polrcy cour,D LEAD ro
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xl{ErrrcrENr RESIILTS, aNs; rN ma ca8E, oF cENsRExr ItNNEcEssARrlt

EIGE PRICES AllD CONSEQUEI|E r,osT RE\rtNItEg.lO/

:.
. :., : 

j.

I wouro suBuIT To You TENI AT rrtAsT roR TIIE PRESENT, TEE

STAND-AtrOit{E IIETAOD EAS NOt pRo\tEN tre. BE rEB uOSA'ETFICIENtr.,]', , '

cogrrNc &lET8oDor,ocg. rE REQUTRE$ rEE cREArro$, oF a rwegBmeAt
ttt1lt!!{. tfE-ICE rs BASED on; AggUlerxons, NotE FAcTs. ldonEovER,

Tryll ElPOrHEsrcaL coNFrGURArrONg DO ltsr ACCUnATtsL!. PORTRAT A

[-T:$E0NE NE|ttYoRr CFEAI,EP To PRoVIDE, FoR axAltPrJE, ExcLUsxttELy
.:l

TOLL otr, BASIC sERvIcE. ItrSTEjAr), TBET SEER,fO REpIircArE A

IION_EXTSTEITT. COIVDITION. TSXS ATTEUPT fi} COIIFIGI'RE SEPARANE,

aslqITtE$FArLs ro REcoG:NrzE ExrEEs Ecouonrng oF scAr,E oR Tn&', '
'

BENEFITS ASSOCIETED WITE TECENOLOGICAL ADVAIICEUENT.

rHESE ITAT{SACIIONS VARY -DEPEIDTNG O$ TITB QsGilgIUATrONA& STRUCTI'RE

OF TEE. REGXONAtr HOLDING COMPANTES. IN. THE BEL', ASIAN IC REGION,

CENTRALIAED IIIA}IAGE!{ENT A}ID TECHNTCAI, SERVTCES TIERE TNITIAI,LY

PROVXDED TO CeP BY TEREE DIFFERENT coRPoRATIvE ENTITIES: BELI,

AII,ANTXC I{E${ORX SERVXCES' INC. (NSf } 3 BELI, ATLANTIC CORpORArE

SERWCE9' INC. (CSXI WAICH NO LONGER EXISTS AIID tfHOSE FUNCTIONS
::

navB BEEI{ TRA}ISFERRED TO lEE RgC, AND BELL CO}IMUNTCATTONS RE-

sEARcEr rNc. (BELLcoREl . Nsx PRo\trDEg A ltARrETy oF ADMTNTSTRA-

TIVE' TEcrNrcA& AIID oPERATToNg sERvrcEs FoR c&p AND THE orEER

OPERATING COITPAI{IE8 IN BELI AETANTIC'S REGION. CSr !{Ag FORI{ED AS
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A SUBSIDIARI OF BELL ATtAti[lrC TO PROINDE CORPORATN SNNVTCTS

COUINSN TO BOTE. rFE.REGUf,AIED AND T'NNEGSI,ATED ENTITIES Or IEg REC.
TEESE SERVTCES TNCIUDE IIATTERST SUCE AS TREASURT OPERATIONS,

fIII'ESTOR RELATIONg' ffNAllCE AND rAX PLANNING AllD PENSION AND

sAvrNGg PI,AI ADMrNrgfRArroN. FrNAr,try. BEr,tcoRE rs O{NED 
"t 

oo
sEvEN o8 TEE RHcs ToR tng PIIRFoSE oF, pRovrDruc sAsri rpigcomruNr-
cATro!$s slffrcui IArN&y oF A rEcENrglL NArnnE, cso{ol: ru ar,n
TELEPEONA COIIIPANIES. TEN COMBTTVSD A}INUAf, cosTs AssocIATED IltTE
TEE CsDrlRA&rzEDr SER\rrcE eFrrr.xArEgrFon c&p or rgel Drsrnlcr rs.'
$1.9''5M-. COSIIS, Or rgE NSx SERVICES, nne AI,LOCATED,TO csp gAsED OII:

AL&OeATfOt' faCfoRS ESTABLISEED Bg'NSn. rFESE nf.f.OCefroN rACTORS

AIE 8ASED' ON SU€E ffnllS Ag PLAIIT XN'SBRVXCT, nfrunER OIF EMpf,OyEES,

TOTAS ExPENsEg' CO!{MERCIAL AND MARffETTNG ExPENSE$ A!tD. A pROpOR*

TIONATE SAANE OF NSIIg EXPENSES. CSIIS, AS CONTRASTED WITE
NSXIS' COSTS' ARE DETERIIIINED EPTNN A SWO.STEF PROCES$ HAS BEEN

tr'OLIJO!TED. $rn AIJ.OCATTON FACTORS INCLUDE AVSRAGS CEPITAI. OBI.IIGA-
TTONS, AVENAGE SHAREHOI,DERT}' NQUITY, SAVINGS PLAtrI PARTTCIPATION,
TorAr. OPERATING ExPENsEs AI{D roTArr AssETs, TEE ArrlocAtroll oF
COSIS TO C&P FOR BELTCORE'S SERVXCES DEPEIIDg UPON THE TYPE OF

PRO.'EC9 XIN'OLVED. TSESE PROiIECTS ARE DESTGNED AS EXTEER OCORE'

oR uNoN-coRE'r. THE cosrs oF Ar.L coRE pRqtEcrs AnE ALLOCATED

AI'IONG IIIE SEItElt REGIONS ON AN EeUAf, BASXS, TNCLUDING ALLOCATIONS

TO AI{Y REGION ?IHICN VOI'SS AGEINST TI'E PROJECTS. IN PRACTICAI.XTY,
BEf,r., ATLANTTC AIiID' rN TURN, crp oF THE DrsrRrct pARTrcrpATED rN
rfiE COST SITARING OF SUBSTANTIALTY AI.,L OF THE PROJECTS UI{DERTAKEN
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BT BSI,ICORE. OF.TEE 258 PNOjIEclTS OEFEN$I

BEI,I{, ASETNTIC IDEIStrIFIED O!$tY, 21 PROIECTS

PARITICTTA:IE.

Bl EELLCORSI IN' 1984, 
.. _ "-

I[, I{EICE.XT DfD illq[

';. MOST: STATE COItOdISSfONg flAVE EII€ER DfSALIJOI0ED SO!,IE pERCENr;
':

AGE oF Tffi CENTRA&rEED sERvrca ExpENsEs oR EsrABtrsHED A pER-

"S** 
LIUITATION ON TEggE LICENSS CONTRICT-IrI?E EXPENDIITTnE!.

trEESE.DECTSIONg EAVE BEEIT EASED ON TtsE FACE T8A? NO DINEC.r
':

BENEFIT TO f,OCAL RATEPAIERS COULD BB DEDTOI|STRATED, TEAT TEE

AL.IOq&TION$. qmE ITNREASOI$ABI..B, TEA* tgg CO9TS I|SI'NO*',gHO!$t TO'

nC,.. inorenr,r snenneesm atw rnm TEE r,ocA& t*i""trl" coupawrgs

coIItD. NOtr FRO\ry TSAT THEI ENERCTSE Atry CONTROTT O\'ER lHE COSrS rN
qUESTION.

It[oREo\rER, souE 'rtRAttsAcrroNs'r occuR, As BgrwEEN TEE AFFTTJ-

Am$'llq THE LOCAI" OPERATING COIITPAIITES, !{EICE ARB NOT COSTED. A
?RME riT![PEE IN TltE BEL& ATLANIIC RgGrO$ fS THE RECENE TRANsFER

or rtrE \rtcE PREgrDElgr, REvE[{uEg AND ExrERNArr AFFATRS

FOR TEE C&P COMPA!{rE8 ro rEE posrrroN oI' PRESTDENI, BELL ATLANTTC

ENTERPRTSEg COMPAI{T. WITT TAIS TRANStr'ER THE C&F OPERAIING

COI'iPANIES HAIIE LOST TEE BENEFIT Of YEARS OF KNOT|LEDGE AND EIFER-

TXSE. TgE COIIIPEtrIIXVE SUBSXDTARIES IIAVE GAINF,D I'HIS KNOTVLEDGE

AND EXPERTENCE' BUr WIIHOUT COUPENSATING THE THE 'L@AL OPERA*ING

COMPANTES.
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XT rc. CI.TAS gEAtr STATE REGT'LATORS MUgr AfTEUPT TO rDSIrXNr
3Nq BTAEIXAIE lEg EXPEIIISE$ CEARGED TO. THE I,OCAL OPERATXIIE CSAPE.

NIES BY TEE RECE FOR AFFILIATE TRANSAcTIoNS To DETERMINE IF TEEY

ARE. RBIISOIAB&A AflD. AFpROpnnLTE. TEAE IS, WAEIHBR A DIRECT

BENEFTT rNuREs To rEE cstlPAI{Y AND cusrougRs FRoIri rEEsE apFrLrR[E
TRANSACEIONS, AIID I|UETEER [gE COST CEARGED,PROPEKLr REFtEcTs TEE

VATUE OF TEE BENEFITS. RESAARCE BY TEE CAI.TFOR{TA PT'BTIC UTIIT-l

t--- :. '

TXES COMIIISSIOTiI. I!WK} CHARGES BY AFFII.IIATES EAS YIEI,DED A LXST OFI ir, , ----- .

t--: : :

ss\rEry{l rAcroRg !|HrcE groul.D BE CONSTDERSD rN A9SESSTNG,COST- '

CAUSAtrIQ$i, , : ' :.

1. ITOUTD TEg FIINCTION PERFORIIED BY TEE AFFIITATE BE

NECESSART rF TEERE VIAS NO EOI,DING COMPAT{Y?

2. DoEs TEAT ruNcrroN BENEFTT rEE f,ocAr, REGIITLATED urrt,rry?
3." DOEE TEE Locarr REGULATBD,urrLrrr pEnronM A srltrtAR

5.

{.

6.

T'T'NCTION?

DOES TEE FT'NCTION BENEFIT EACE REGT'LAIED ATiID

NON-REGT'LATED SUBSIDIARY EQUAI,LY?

DOES THE FIINCTION REQutng TEE SAII{E A!,touNT oF TIUE TO

PETFORI' FOR EACH ST'BSIDIARY?

DOES THE FI'NCTTOI{IS COSr HAVE A CAUSATTVE RELATTONSSIP

ro A!sr,FACTORS?

THE CEI.IITORNIA AIID NEII YONX CO!,II{TSSIONS HA\IE AISO DEVELOPED

MECEANISUS FOR RECOGNIZTNG UNCOUPENSATED BENEFITS SUCH AS TIIE
BETJL ATr,ANTrc PERSONNBL rneNsFER ggllg AccRIrE To t NREGUI,ATED
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suBsrDr[RrEg 81, vrRTuB oF AfFrLrAt.roN, rERoucE ffiE RECg rc] TEE

REGqIATED g![TIInr. TESS& COMUXSSIONS }GREE TBAE TEE EXEMPLE OF:, , ' --

PERSOTilEL TRAIISFERS erN BE ETilIARGED TO TNCLUDE TEE REPUTATTOU,
| , 1. 

'

CRmMTANDING' AND REI1TENUE AND EARIIIUGS STABITITY OF TEE
,

REGIILAIIffi: fflTIITY, TBE !{Ecue$Is!fi IgI Tc TuBwg: REt'gNI'Es. IN A RATE
I::,.

CASE.. IU TNE FORIiI. OF A 'IROYA[![1T.'!' O&,. OAFTILTATE..PAYUEISTIi, WSETEER

OR NOI THOSE. REilrcln'Eg- ARE. ACTUAI.T,T RECETJUBD.

., ., ,i, ,

"":..
rlT IEF,gItrFORAXA COMITTSSIONIS STATF AUDTT REpOng.Olt iAFFrr,*

xat&,,ngiisroilsgrps oF pAcrrrc BEr.,L AND Tng pecrrrc rgf,Egrs

GROUPT, TFE', TEA!fi T.OU!TD. TEA'r THT AFFX&tr.ATES PROTTTED rROIr rFEIR

AFE'IL,IA[I0I{ $IrE THB oPERAgINe CouPAilY:,anu nECO!,tttENpnU rnr
TMPOSITION OF A 5I ROYAI.TY OlS THE GROSS TNCOUE OF TEE AFFTI,IATES

(S13'.086r ilfLI,IOS]. THE TEAIi ALSO RECOuuEI$DED rnr T&|POSITXON Or A
25t FEE FOR TEE COIIPENSATION FOR THE TRENSFER OF OPERATTNG

COIIIPAI{T EMPLOTEES To AFFITIATED coI[PANIEs ($3.182 I,[LtIoN) ATiID

FUR$ERT Tg& T8.[!t RECOMMEIIDED, TEAX} AFFXLIATES RECEMNG REFERRALS

FROM TEE OPERN,TXNG COUPATTT SHOTILD BE REQUIRED TO PAY 13* OF THE

SALES REVENI'E RESULTIIIG rROM ANY SUCE REFERRALS. (1.5 ltItLIONl .

coNcruslot{

TBE ROIE OF STATE REGU&ATORS EAS CNANGED. ADVAIICED TECSNOIJ-

OGT AND COMPSrITION EAS BROUGHT ANOTHEB SET OF COUPLE:IT ISSTIES TO

rHE REGUI,ATORT ARENA. Wg NOW HAVE UTILIIY COMPAIIISS OPERATING TN

-14-



mo'll8fiErs' ltE Now EAIIE REG[tLArroRy Atx[EoRxry ro ovERsgE oNE
EUSINESS COI.IPONEIT* BUT.NOI TEE OITEER. EOWE\ZER, 

'O ilL;i;O..
:oRrrou 

lvrlL cr,nenr,u Ax'aEcT rtror{opo&y sBRvrens; MoDERrrzarron;
Dl\4nsrFrcArroNr AFFTLTATE TRAI{sAcrroNs Al& HAVE lEE popENrIA& OF
4FT.tsCTING. lEE BOTTOI! LINE OF rEE. *"*'*N'D ?ORTTON Otr' TEE'COrPA.
NE'ts BItsxNEss' rooay'ft ExpERrs AI.D c*rrrcg or, nnewarroaq eneug

:jt,TlE 
AuswpR ro rEEsE coup[Elr rssuss xs, As A !,rrNruuu, &ESS

REGulartxos INP HOPEFUTiLY - forer.r ogREcutATrO[t. BuT DEREGuf,ATToN
rN A uARf,Er ptAca vTHERE r,oc*r coon"anies RETerNr *o *ro colITxNuE
To REIATN MARKEI Do!'tnilAr{cE rs NoT, r sltB!,rrr, AN ADEQuATE ANsltER.r suGGEsT' rNsTEeD' TBAT ![E PRoCBED Do!{N TErs pArE lfrrll cAUTroNr

:::j 
cowruu$ ro ElrBRecE rn' coNcEprs oF cosr-ceuseR, Brrr

TEIIPEn SeUg WITI RULES OF FAIRNESq A]ID RAI,E 
"gUrf"i, 

epp ffer WggrnnuE'To REMATN rxR![r.y wrpErn TEE coNFxNEs oF ,,uNr\r*** sER-
VICE'I.

THA}Ifi YO['-
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