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| NTRODUCTI ON

A Procedural H story

On June 14, 1993, New Engl and Tel ephone and Tel egraph
Conpany ("NET" or "Conpany") filed with the Department of Public
UWilities ("Department”), revisions to the Conpany's tariffs
D.P.U Mass. Nos. 10 and 15 to becone effective July 14, 1993.

By Order dated June 25, 1993, the Departnent suspended the
effective date of the proposed tariffs until January 14, 1994, in
order to investigate the propriety of the charges sought by the
Conpany. The matter was docketed as D. P. U 93-125.

NET, a whol | y-owned subsidiary of the NYNEX Corporation, is
a | ocal exchange carrier ("LEC') that provi des tel ecommuni cations
servi ces throughout the Coomonwealth. ! As of Decenber 31, 1992,
NET served 3, 609, 783 sw tched access |lines in Massachusetts (NET
FormM 1992 Annual Report).

Pursuant to notice duly issued, four public hearings were
hel d t hroughout the Commonweal th on July 21, July 22, July 26,
and July 27, 1993, in Pittsfield, Wrcester, Roxbury, and
Pl ynmout h, respectively, in order to afford interested persons an

opportunity to comment on the proposed rates. Five days of

1 Massachusetts is served by four other LEGCs: Hizabeth
| sl ands Tel ephone Conpany serves Naushon |sl and; G anby
Tel ephone Conpany serves the town of G anby; R chnond
Tel ephone Conpany serves the town of R chnond; and Taconic
Tel ephone Corporation, a New York-based LEC serves part of
the town of Hancock.
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evidentiary hearings were held at the Departnent's offices,
begi nni ng on Septenber 13, 1993 and endi ng on Cctober 13, 1993.
Pursuant to GL. c. 12, § 11E, the Attorney CGeneral of the
Commonweal th ("Attorney CGeneral”) filed a notice of intervention
in the proceeding. In addition, the United States Departnent of
Def ense, and all other Federal Executive Agencies (collectively,
"DoD'); M Tel ecormuni cations Corporation ("MJ"); Sprint
Comuni cati ons Conpany Limted Partnership ("Sprint"); AT&T
Comuni cations of New Engl and, Inc. ("AT&T"); Metropolitan Fi ber
Systens/ MCourt, Inc. ("MS/McCourt"); the Massachusetts Payphone
Association, Inc. ("MPA"); the Commonweal th's Executive Ofice
for Admnistration and Finance, Ofice of Managenent |nfornation
Systens ("OM S"); the Business Tel ecomuni cations Users G oup
("BTUG'); 2 Southwestern Bell Mbile Systens, Inc., d/b/a Cellular
Cne ("Cellular One"); Tel marc Tel ecommuni cations, |Inc.
("Telmarc"); ADT Security Systens Northeast, Inc. ("ADI"); Altek
Ltd., Inc. ("Altek"); Representative Daniel E Bosley; and
Representative Christopher J. Hodgkins ("Representative
Hodgki ns") were granted intervenor status in the proceeding. The
I nternati onal Brotherhood of E ectrical Wrkers, Locals 2222,

2313, 2321, 2322, 2324, and 2325; Mtchell Zegler; George C

2 BTUG i s an ad-hoc organi zati on of substantial users of
busi ness tel ecommuni cations services provided by NET. Its
menber s incl ude Baybank Systens, Inc., CGeneral Hectric
Conpany, and the International Comruni cations Associ ation.
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Jordan, IIl; Gerald M Moz; and Mchael Schroeder were granted
l[imted participant status. No other petitions for |eave to
intervene were fil ed.

AT&T, M, Sprint, MFS/McCourt, Cellular One, and Tel narc
are all common carriers certified by the Departnent to provi de
intrastate tel ecommuni cations services. Altek is a
pay-t el ephone service provider that has been certified by the
Departnment. MPA is a trade association for pay-tel ephone service
providers in Massachusetts. DoD, ADI, and OM S are | arge
busi ness custoners of NET. The Attorney General represents
consuners in general; however, in this proceeding, his prinary
advocacy is on behalf of residential custonmers of NET.

I n support of its filing, NET sponsored the testinony of
two witnesses: Paula L. Brown, assistant nanaging director of
regul atory issues for Massachusetts, who testified in support of
t he Conpany's proposed tariffs; and Peter C. Czekanski, staff
director of public affairs, who testified regarding the
adm ni stration of the Conpany's Lifeline Tel ephone Assistance and
Li nk-Up Anerica prograns. 2 DoD sponsored the testinony of Harry
A ldea, a consultant with Snavely, King & Associates. No other
party to the proceeding presented a direct case.

The evidentiary record includes 339 exhibits. NET entered

8 As used herein, these prograns are referred to as
"Lifeline" and "Link-Up," respectively.
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11 exhibits, the Attorney General entered 242 exhibits, MPA
entered 22 exhibits, DoD entered one exhibit, and the Depart nent
entered 63 exhibits into the record. The record al so includes
t he Conpany's responses to 125 record requests and 20
suppl enental record requests.

Initial briefs were filed by NET, the Attorney Ceneral
DoD, MPA, MO, Telmarc, OM'S, Representative Hodgkins, and
M. Ziegler. * Reply briefs were filed by NET, the Attorney
General, DoD, MJ, MPA, and M. Zegler.

B. Transitional Rate Restructuring Process

In 1989, the Departnment began the process of gradually
realigning NET's rate structure to reflect cost-based rates. W
determne that it is inportant at this tine to restate the
rational e and policy goals underlying the transition process that
is bringing about this realignnment of rates.

Traditionally, the pricing of tel ephone service was based
on a net hod whereby residential nonthly exchange rates were
priced bel ow cost in order to pronote universal service; and
| ong-di stance, toll, and business rates were priced above cost in

order to subsidize residential exchange rates. Wile this system

4 On Novenber 12, 1993, the Attorney CGeneral filed a notion
to strike an attachment to Telnarc's brief and certain
portions of the brief relating to the attachnent, on the
ground that the materials contained statenments of fact that
were not part of the record. On Novenber 19, 1993, the
Hearing Oficer granted the Attorney CGeneral's notion.
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succeeded in serving a social purpose, it was a pricing schene
not conducive to the devel opnent of a fully-conpetitive market,
in which the benefits associated with conpetition would be
realized by all custoners.

In response to the divestiture of the Bell Operating
Conpani es from Ameri can Tel ephone and Tel egraph Conpany in 1984,
t he Departnent opened an investigation to determ ne whether it
shoul d al | ow conpetition in Massachusetts. | nt r alL ATA

Conpetition, D P. U 1731 (1985). In IntralATA Conpetition , the

Departnent stated that the prinary issue before it in that case

was whether its policy goals for tel econmunicati ons woul d be best
served by a nonopoly provider of intralLATA service or by
conpetition in that narket. Id. at 25. The Departnent concl uded
"that there are benefits inherent in a conpetitive narketpl ace

that encourage greater |evels of economc efficiency and fairness

t han does a regul at ed nonopol y environnent," and aut hori zed

i ntralLATA conpetition starting on Decenber 1, 1986. Id.

at 26, 44.

Wth the endorsenent of conpetition as the best way to
achieve its policy goals of efficiency and fairness, it becane
necessary for the Departnment to confront the probl ens associ ated
with the traditional policy of pricing services wthout direct
regard to cost. The Departnent addressed the pricing issue in

| nt ral ATA Conpetition , when it determned that "properly defined
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i ncremental costs should be used as the prinmary basis for pricing
all services, including | ocal exchange service," and al so found
that "to the extent that current rates do not reflect an
appropriate allocation of costs, the Departnent will, consistent
with the need to avoid najor discontinuities in rate |evels, nove
toward that goal." Id. at 36-38.

Subsequent |y, the Departnent conducted a mnulti phase
investigation of NET' s rates. NET, D.P.U 86-33 (1986). 1In the
first phase of D.P.U 86-33, the Departnent reviewed the
Conpany' s net hodol ogy for devel oping its cost of service study
("CosS') . NET, D.P.U 86-33-C (1987). In the second phase of
the investigation, the Departnment established a new revenue
requi renent for the Conpany and revi ewed the Conpany's mnargi nal
cost study ("MS'). NET, D.P.U 86-33-G (1989). The
Departmment's investigation into NET's rate structure in NET,
D.P.U 89-300 (1990) was the third phase of the investigation
that resulted fromthe Departnment's general policy decisions in

| nt ralL ATA Conpetition

In D.P.U 89-300, the Departnent conpleted its
investigation of NET's rate structure. The guiding principles
for the rate structure approved in D.P.U 89-300 were the
Departnment's rate structure goals, first enunciated for

tel ecommunications in IntralATA Conpetition , supra, at 19-24.

For tel ecomuni cations, the Departnent is guided by six goals:
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economc efficiency; fairness; sinplicity; earnings stability;
continuity; and universal service. Id. As we stated in
D. P. U. 89-300:

® FEconomc efficiency means that the rate structure
shoul d refl ect the cost of providing the service
and therefore furnish an accurate basis for
consuners' deci sions about how best to fulfil
t heir needs;

® Fairness neans that the rate structure should
require no class of consunmers to pay nore than
the costs of serving that class;

° Earnings stability nmeans that the anmount a
conpany earns fromits rates should renain stable
over a reasonable period of tine and rate of
consunpti on;

e Sinplicity means that the rate structure shoul d
be easy to understand, so that consuners can nake
appropriate deci sions;

e (Continuity nmeans that changes in the rate
structure shoul d occur in a predictable and
gradual manner, which all ows consuners reasonabl e
time to adjust their consunption patterns in
response to a change in structure; and

® Universal service nmeans that the rate structure
for tel ecomuni cations conpani es ensures rates
that allow basic tel ecommunications services to
be obtained by the vast majority of the state's
popul ati on.
D.P.U 89-300, at 11-12 (citations omtted).
Except for the addition of the goal of universal service,
these goals are the sane as the public policy goals that the
Departnment consistently has followed in the gas and el ectric

i ndustri es. Canbridge EH ectric Light GConpany , D.P.U 92-250

(1993); Berkshire Gas Gonpany , D P. U 92-210 (1993).
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The Departnent's decisions in D P.U 89-300, and the
subsequent transitional rate restructure proceedings, NET,
D.P.U 91-30 (1991) and NET, D.P.U 92-100 (1992), reflected the
need to bal ance the goals of economc efficiency, fairness, and
sinplicity with the goals of rate continuity, earnings stability,
and uni versal service. D P.U 89-300, at 22. Thus, the
Departnent found that while rates resulting in equalized rates of
return anong the residence, business, coin, and carrier access
custoner cl asses represented a desirable objective, the
i npl ementation of equalized rates of returnin a single filing
woul d have required such a large increase in residential rates
that it would have violated the principle of rate continuity and
adversely affected universal service. Id. at 15-16.

In order to achieve its ultimate objective of equalized
rates of return anong the different classes, the Departnent found
the Conpany's "illustrative tariffs" to be useful. Id. at 22-23.
The illustrative tariffs are based on strict application of the
revenue requirenent, OO8S, and MCS, that woul d equalize rates of
return for all classes of service and set rates at full marginal
cost for the traffic-sensitive portions of rates. Id. at 17,
DP.U 86-33-Gat 477. Wsing illustrative tariff rates as a
tool, for certain services the Departnment set target rates that
were based on, but not identical to, illustrative rates.

D.P.U 89-300, at 22-23. The current target rates are used as a
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framewor k by which to guide the transition to a realigned rate
structure.

In D.P.U 89-300, the Departnent directed NET to nake a
series of revenue-neutral transitional filings, and the
Department prescribed the desired supporting docunentation for
pur poses of evaluating the effects of the rate restructuring
during the transition. Id. at 433-440. 1In D P.U 89-300,
D.P.U 91-30, and D.P.U 92-100, the Departnent approved specific
rate changes that represented the first, second, and third steps,
respectively, in the direction of target rates and a target rate
structure. For sone services the target rates and rate structure
have been achi eved, while other services continue to nove toward
the target rates and structure. The filing under investigation
inthis proceeding is referred to as the third transitional
filing. In fact, it represents the Conpany's fourth set of
changes that nove in the direction of achieving the Departnent's
obj ective of equalized rates of return anmong custoner cl asses.

C DPU 93-125

The Conpany filed the tariffs under reviewin this
proceeding in conpliance with the Departnent's directives in
D.P.U 89-300, D.P.U 91-30, and D.P.U 92-100. In accordance
with the process established by the Departnent, the Conpany's
proposal by design does not produce a general revenue increase,

but rather contains revenue-neutral structural rate changes that



D.P.U 93-125 Page 10

result in increases in the rates for sone services and decreases
inthe rates for other services (Exh. NET-1, at 2-4).

For the transitional rate changes reviewed in this
proceedi ng, we nust determ ne whet her the proposed tariffs nove
inthe direction of target rate | evels, and whether the magnitude
of the proposed changes reflects an appropriate bal ancing of the
Department's six rate structure goals. See D.P.U 92-100, at 11
For the structural changes to the Conpany's tariff, the
Department nmust ensure that the Conpany's proposal is consistent
with the overall structure approved in D P.U 89-300,

D.P.U 91-30, and D.P.U 92-100, and determ ne whether the
proposed changes conply with the Departnent's directives in those
Oders. 1d.

The Departnent renmains fully conmtted to achieving a rate
structure for NET that will enable greater conpetition in the
t el ecommuni cations industry in Massachusetts so that the benefits
of conpetition may accrue to the custoners of NET. Further, the
Departnent reaffirns the goals and cost net hodol ogi es that forned
the basis of the Departnent's decisions in D P.U 89-300,

D.P.U 91-30, and D.P.U 92-100. The record in this case
indicates that the transition to cost-based rates is being
acconpl i shed while achieving or maintaining all of the
Departnent's rate structure goals. For exanple, the transition

has required substantial increases in the basic exchange rates
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for residential custonmers, yet the data show no statistically
significant change in penetration rates for residence tel ephone
service ( see Section IV.A 1 for a nore conpl ete di scussi on of
uni versal service). % Aso, the reduction in usage rates that has
occurred in each transitional filing has increased the val ue of
connection to the tel ephone network and has enhanced the ability
of all customers to nmake greater use of NET' s network. 6

As discussed in nore detail in the next section, we accept
nost of the transitional rate changes proposed by the Conpany in
this filing. The rate changes proposed in this filing are
reasonable, in light of the Departnment's directive in
D.P.U 92-100, to conplete the remaining transitional rate
changes in no nore than three additional filings.

The Attorney CGeneral has used the Departnent's directive
for NET to achieve the target rates in three filings as a
foundation for proposing on brief a "one third" fornmula for
achieving target rates. |In other words, the Attorney Ceneral

argues that the Department shoul d not approve any rate change

5 The overall penetration rate for tel ephone service in
Massachusetts was 97.1 percent in 1989, 96.6 percent in
1990, 96.4 percent in 1991, and 96.8 percent in 1992
(Exh. NET-5, Tracking Reports at 26).

6 W also note that all customers have benefited fromthe
reductions in switched access rates to the extent that the
i nterexchange carriers ("1XCs") have |lowered intrastate
toll rates in response to their |lower intrastate access
costs.
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proposed by the Conpany in this filing that is not equal to one
third of the difference between current rates and target rates.

The Departnent's directive to conplete the transition in
three filings was not a directive to increase or decrease every
rate elenent by one third in each filing. Application of such a
formula is not possible in a revenue-neutral filing because a
one-third change in some rates would result in nore than a
one-third change in other rates. For exanple, if the Departnent
adopted the Attorney CGeneral's suggested one-third rate changes
inthis filing, the residence dial-tone |ine increase woul d have
to be reduced fromthe Conpany's proposed $2.49. This formul a
woul d require larger than one-third increases in the residence
dial-tone line rate in the two subsequent transitional filings in
order to achieve the target rate of $15.00. Moreover, the
Departnent explicitly noted in D.P.U 89-300 that the "novenent
toward target levels may vary for different rates, as we attenpt
to balance all rate structure goals.” D P.U 89-300, at 435
n. 200.

D. Cost Studies

Throughout this proceeding, the Attorney CGeneral raised
i ssues regarding the sufficiency of NET's margi nal cost study,
MCS VI. Besides addressing these issues in the context of the
Conpany's transitional rate changes in the next section, we

consider it inportant to reviewin this introductory section the
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role of the Conpany's cost studies in the transitional filings.
In D.P.U 89-300, the Departrent required that each
transitional filing shall be acconpani ed by supporting

docunent ati on, incl udi ng, inter alia, a CC8S and a MCS. 7 1d.

at 436. The Departnent further directed that the Conpany use the
OCsS and MCS net hodol ogi es that the Departnent approved in

D.P.U 86-33-C, D.P.U 86-33-G D P.U 86-33-L, and

D.P.U 86-33-N Id.

The Departnent also required NET to file illustrative
tariffs in which all traffic-sensitive rates are set at margi na
cost. 1d. at 22. The Departnent had found that the illustrative
tariffs were instructive, but did not represent either desirable
or plausible rate structures for the near future. Id. The
Department stated that the illustrative tariffs were useful in
nmeeting three objectives: (1) to assist in determning the
direction in which NET's rates nust nove in order to neet the
rate structure goals; (2) to serve as a benchnmark to eval uate the
proposed tariff; and (3) to gauge the need, schedule, and
paraneters for future transitional filings. Id. at 23-24.

The Departnent required that NET file a GO8S and MCS as

part of the supporting docunentation for each transitional filing

! NET had argued in D.P.U 89-300, that the GOSS woul d not
need to be repeated for each transitional filing and that
repetition of the MCS woul d be an unnecessary expenditure
of resources. Id. at 433-434.
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for the sane reason that it requires illustrative tariffs. 1In
D.P.U 92-100, the Departnent stated:

The Departnent's investigations into NET' s annual
transitional filings are investigations into the
Conpany's rates and rate structure, and not
investigations into general rate filings by the
Conpany. An investigation by the Departnment in a
general rate filing may enconpass an examnation into
virtually all aspects of a conpany's operations as part
of a determnation of an appropriate revenue

requi renent to support just and reasonabl e rates.
Transitional rate proceedings are narrow in scope in
order to focus on the objective of achieving the target
rates and rate structure outlined in D.P.U 89-300 and
t he subsequent transitional rate Orders. The

i mportance of reiterating here the narrow scope of
these transitional filings beconmes even nore evident in
light of our ... three-year schedul e for conpletion of
the transitional process.

Id. at 76 (citations omtted).

I n describing the scope of reviewin a transitional filing,
the Departnent has directly contrasted the transitional filings
with D.P.U 89-300, "which occurred after a multi-year
investigation of NET's cost of service and revenue requirenent."”
D.P.U 91-30, at 7.

The Attorney General has chosen to attenpt a | engthy review
of NET's MCSin this case ( see e.qg., Attorney Ceneral Brief
at 20-35). 8 However, the Attorney General does not contend that

NET' s marginal cost study is not in conpliance with the MCS

8 During the initial hearing on the Conpany's direct case,
t he Departnent expressed its concern about the rel evancy of
the Attorney CGeneral's examnation, and the Attorney
CGeneral indicated that the examnation would lead to
rel evant issues (Tr. 1, at 58).
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nmet hods that the Departnent approved in D P.U 86-33. See
D.P.U 86-33-G at 382-468. In his brief, the Attorney CGenera
never nentions the Departnent's approved MCS net hodol ogy.
In D.P.U 91-30, when the Attorney General simlarly
attenpted to argue that the Conpany's cost study methodol ogy was
i nappropriate, the Departnent stated:
VW do not find it appropriate in this proceeding to
revisit fundamental decisions concerning the cost
al | ocati on nethodol ogy, as has been urged by the
Attorney CGeneral. These nmatters were fully litigated
and determned in D P.U 86-33, when the Depart nment
commtted to equalized rates of return for rate cl asses
and approved the nmethods for NET's cost of service and
mar gi nal cost studies. These cost allocation nethods
were adopted as part of the foundation for the rate
structure approved in D P.U 89-300.

D.P.U 91-30, at 15.

The Departnent has stated consistently that it wll not
undertake a review of the Conpany's cost studies in the
transitional rate restructuring process. D P.U 92-100, at 11,
D.P.U 91-30, at 14-15. A review of NET s costs is undertaken
only in the context of a full rate case. The transitional rate
restructuring process is a review of rates, not costs, using cost
information as an inportant, but not the only, factor in
determning just and reasonable rates. 1In the transitional
filings, the Departnent does not approve the cost studies.
Furthernore, even if a review of the Conpany's cost studi es was

within the scope of the transitional rate proceedings, there is

an insufficient record in the instant proceedi ng for any
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substantive findings regarding the cost studies. No cost wtness
appeared on behal f of the Conpany, and the Attorney General chose
not to sponsor a witness on this issue.

. TRANSI TI ONAL RATE CHANGES

A Introduction

As noted, nost of NET' s proposed changes represent
transitional novenent toward target rates adopted in
D.P.U 89-300. In addition, based on new data, the Conpany has
proposed to revise target rates for certain of its premum
servi ce options using the nethodol ogy adopted in D. P.U 89-300
(see Section I1.B.1.b, infra, for discussion). Further, in
conpliance with the Departnent's directive in D.P.U 92-100, the
Conpany has proposed to introduce a new premum service option in
the Western LATA ( see Section IV.B, infra, for discussion). Id.
at 20-21. The proposed rate changes for the Conpany's services
are discussed in this Order by custoner class.

B. Residence d ass

1. Resi dence Exchange Servi ce, Message
Tel ecommuni cati ons Service, and perator Service

a. | nt r oducti on

Resi dence exchange servi ces include neasured service, |oca

unlimted service, and "prem uni services. ° In DP.U 91-30, the

o Prem um servi ces include, but are not limted to,
Metropolitan service, GQrcle Calling service, Suburban
servi ce, and Baystate East (netropolitan and

(continued...)
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Department adopted a target rate structure for residence exchange
services that includes two conponents: dial-tone and usage. | d.
at 61-62. The Departnent found that by di saggregati ng exchange

servi ce conponents, the proper pricing signals would be sent to

consuners. Id. NET custoners are informed sem annual |y, through
the use of bill inserts, of the rates associated with the
di al -tone conponent and the usage conponent of their rates. In

D.P. U 89-300, the Departnent approved the Conpany's proposal to
nove over tinme toward a dial-tone line target rate of $15.00 per
month for all residence exchange services. Id. at 82.

The resi dence exchange service rate structure in place
before D.P. U 89-300 consisted of 22 different rates for |ocal
unlimted service, accounting for variables such as the nunber of
resi dence access lines that were within an end user's prinmary
calling area ("PCA"). ' 1In D P. U 89-300, the Departnent found
that the nunber of main exchange |ines that can be reached shoul d
not be a determnant in the pricing of exchange services. Id.
at 129. Therefore, the Departnent approved a target rate
structure for all residence exchange services that includes the

achi evenent of a single rate for each exchange servi ce. | d.

°C...continued)
nonnet ropol i tan) services (Exh. NET-1, at 43).

10 In D.P.U 89-300, the Departnment adopted a uniform
definition for a toll-free, local calling area, or PCA
consi sting of home and conti guous exchanges. Id. at 65-66.
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at 128.

In D.P.U 89-300, the Departnent accepted NET's nethod for
deriving target rates for the usage conponent of l|ocal unlimted
and prem umresi dence exchange servi ces based on average usage of
al | subscri bers. Id. at 101. The target usage conponent for
local unlimted service includes $6.94 worth of |ocal usage,
assumng 111 calls per nonth priced at the applicabl e usage
rates. 1d. at 79. The target usage conponent for prem um
services is calculated by adding $6.94 (the target usage
conponent for local unlimted service) to the average toll usage
of subscribers to the premumservice, priced at the target tol
rates. 1d. at 125.

Resi dence nessage tel ecommuni cations service ("MIS"), or
toll service, and operator service (for business, residence, and
coin) are currently charged under NET's MIS Schedul e 11
(Exh. NET-1, Att. A at 4).

b. Conpany Proposa

The current residence dial-tone line rate is $7.42. In
this filing, the Conpany proposed to increase the dial-tone |line

rate to $9.91, an increase of $2.49, in order to nove closer to

the target dial-tone line rate of $15.00 (Exh. NET-1, at 44). 1

1 At present, there is a charge for tenporary suspensi on of
residential service. That charge is equal to the
residential dial-tone line rate. |In order to maintain

parity with the dial-tone rate, the Conpany proposed to
i ncrease the charge for residence tenporary suspensi on of
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The Conpany al so proposed to consolidate rates for the
usage conponent of residence exchange service toward target
| evel s, which would result in increases for sonme custoners and
decreases for other custoners ( id. at 43). Thus, the Conpany
woul d reduce the nunber of rates for residence unlimted service
fromfive to one, ' for Metropolitan service fromsix to one, and
for Grcle Calling service fromfour to one ( id., At. C
at 8-9). The consolidation would result in an average increase
of $1.96 for local unlimted service custoners and an average
i ncrease of $3.37 for residence pren um exchange services
custoners ( id., Att. Aat 1). Increases in usage rates for
resi dence prem um exchange services reflect the results of the
Conpany's June, 1992 calling data ( 1id., Att. Cat 10-15). In
order to determne the usage conponent rate for each of the
resi dence prem um exchange services, the increase in average tol
use was priced at target toll rates ( id.).

As noted above, the Conpany al so proposed changes to the
usage conponent target rates for residence prem um exchange
service. In D P.U 89-300, the Departnent accepted the Conpany's

nmet hod for deriving target rates for the usage conponent of these

service to $9.91 (Exh. NET-1, Att. Cat 9).

12 NET proposed simlar consolidations for two-party service,
inorder to naintain the existing rate relationship with
one-party service (Exh. NET-1, Att. Cat 8). 1 June 6,
1993, NET elimnated four-party service and transferred
exi sting custoners to two-party service (  1d.).
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services and instructed the Conpany to revise the targets as
appropri ate. Id. at 128.

The Conpany's target rate revisions for residence premum
services are consistent with previous Departnent directives,
usi ng the net hodol ogy devel oped in D.P.U 89-300. The Conpany
i ndicated that June, 1992 calling characteristics data refl ected
changes i n usage, which necessitated increases in the target
usage conponents for these services (Exh. NET-1, Att. C
at 23-28). The data show an increase in the average nunber of
calls made by subscribers of each of these services and a slight
shift inthe tine of day that calls are placed, i.e., peak usage
i ncreased and of f - peak usage decreased by a correspondi ng anount
(id.). Based on this data, the Conpany proposed to revise the
target usage conponent rates for prem umservices ( id. at 22). =B
The increases in the revised target rates range fromzero to
$1.90 per nonth ( id. at 23).

NET proposed in this filing to reduce the residence MIS and
operator service rates ( id., at 4-5). Specifically, the Conpany

proposes a $0.02 per mnute reduction in the initial period

13 In order to derive a new target usage conponent for these
servi ces, the new average nunber of toll calls is priced at
the applicable peak and of f-peak target rates (Exh. NET-1
Att. Cat 23-27).

14 The Conpany's proposed target rate for Baystate
Non- Met ropol i tan servi ce decreased by $5.45 (Exh. NET-1,
Att. Cat 23).
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charge and a reduction of up to $0.01 per nmnute for the overtine
period (id. at 5).

C. Positions of the Parties

i. The Conpany

The Conpany nai ntai ns that residence exchange servi ces,
MI'S, and operator service rates are revised in accordance with
the Departnent's directives to nove rates toward target rate
| evel s (Conpany Brief at 19-20, 34). The Conpany argues al so
that no party opposed the proposed changes, and, therefore, the
Department shoul d approve the changes as filed ( id.).

ii. The Attorney Ceneral

The Attorney CGeneral contends that the Conpany's proposed
residence dial-tone rate increase is "excessive" and shoul d be
rejected (Attorney CGeneral Brief at 4). The Attorney Ceneral
argues that while the Departnent is charged with protecting
nmonopol y ratepayers, it has allowed NET to "shift a large
proportion of its costs onto those captive nonopoly ratepayers
whom t he Departnent should protect” ( id.).

d. Anal ysi s and Fi ndi ngs

Based on the record in this case, we approve as filed NET s
proposal s for residence exchange servi ces.

The current residence dial-tone line rate is $7.42. In
D.P. U 89-300, the Department found that $15.00 was a reasonabl e

target rate for the residence dial-tone |ine. Id. at 82. In
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D.P.U 92-100, the Departnent directed the Conpany to achieve the
target rate in three filings, including the instant case. Id.
at 69. The current residence dial-tone line rate is stil
approximately only half of the target rate. In light of the
increasingly conpetitive markets in which the Conpany oper ates,
and the i mm nence of conpetition at the |ocal exchange |evel ( see
Exh. DoD-1), it is nore inportant than ever that steady progress
toward cost-based rates be nmaintained. Therefore, the proposed
increase of $2.49 in the rate for the residence dial-tone |line
represents a reasonable step toward the target rate and is
consistent with our directives in D P.U 89-300, D P.U 91-30,
and D.P. U 92-100.

The Conpany's proposed consolidation of exchange rate
groups into a single rate for the usage conponents of | ocal
unlimted service and prem um servi ces al so conti nues the gradua
novenent of rates toward their intended target levels. W find
that these changes are consistent with the Departnent's rate
structure goals, and we approve the changes as filed. The
Departmment al so finds that the revised target rates for prem um
services are in conpliance with the Departnent's directives in
D.P.U 89-300. 1In order to ensure that the target rates for
resi dence exchange services reflect the cost of providing these
services, we direct the Conpany to continue to propose revised

target rates for residence exchange services as changes in usage
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patterns occur.

The Departnent al so finds that the Conpany's proposed
changes to its MIS Schedule Il (residence toll and all operator
servi ces) represent reasonabl e novenent toward target rates and
are, therefore, approved as filed.

The Attorney CGeneral's characterization of the present
filing as "cost shifting" is incorrect. This filing, as with the
preceding two filings, is not an investigation into cost
allocation; it is an investigation into rate structure, and a
change in rates shifts revenues, not costs.

C. Business and Carrier Access Services

1. Busi ness Exchange Service, Local Use, Mssage
Tel ecommuni cations Service, 800 Service, Drect
|lnwvard D aling, and Term nati ng Nunber Screeni ng

a. Conpany Proposa

The target dial-tone line rate of $13.00 for business
exchange service was inplenented in 1991. In this filing, the
Conpany proposed rate changes for busi ness exchange servi ce,
| ocal use, MIS, 800 service, direct inward dialing ("DD'), and

term nati ng nunber screening ("TNS'). %

15 MIS is intrastate | ong-distance calling service. 800

service allows the 800 custoner to be billed for the cal
rather than the call originator. D Dis a service that
provides for the direct routing of calls to a particular
line, typically within a large organi zation with a private
branch exchange ("PBX'). DIDlines are used to nake PBX
systens conparable to NET's Centrex service. TNSis an
opti onal service which uses database entry to alert
operators that collect and third-nunber calls cannot be
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The Conpany proposed to consolidate the nunber of usage
rates for business unlimted service fromfour to a single rate,
resulting in nmonthly increases ranging fromzero to $8.07, with
t he average increase being approxi mately $0.28 (Exh. NeT-1,
at 30). In addition, the Conpany proposed to increase the rates
for PBX unlimted service in order to retain the price
relationship of this service with that of business unlimted
service ( id. at 30-31).

The Conpany al so proposed to reduce the business |ocal use
per-nessage rate in the Eastern LATA from $0. 0603 to $0.03, or by
$0.0303, in order to nove toward the target rate of $0.01 ( id.
at 29). 1

NET proposed reductions in the business MIS (MI'S
Schedule Il11) rates in the Eastern LATA ( id. at 14). Under the
proposed changes, the day period per-mnute rate woul d be reduced
to $0.085, and the application of the day-period credit woul d be
reduced froma usage | evel of 3,000 mnutes to 1,500 m nutes
(id.). The Conpany al so proposed to reduce the per mnute credit
from$0.05 to $0.03 to ensure that the day charges do not fall
bel ow t he peak period target rate | evel of $0.055 per mnute

(Ld.).

billed to a particul ar tel ephone nunber.

16 Each call is charged a per-nessage rate, which covers the
set-up and billing charges for the call
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Regar di ng 800 service, the Conpany proposed to establish a
target rate of $16.00 per nonth for a traditional 800 service
line (id. at 32). |In addition, the Conpany proposed to reduce
the current nonthly rate for a traditional 800 service line from
$25.00 to $20.00, as the initial step in moving toward the
proposed target rate of $16.00 ( id.).

Regarding DI D service, the current charge is $50. 00 per
trunk equi pped for the first ten trunks, and $31.52 for each
additional trunk ( id. at 31). In D P.U 92-100, the Departnment
established a target rate of $15.00 per D D trunkline. Id.
at 35. Inthis filing, the Conpany proposed to nove the DID rate
toward the target by reducing the current charge for the first
ten trunks to equal the current charge for each additional trunk
(Exh. NET-1, at 31). In addition, NET proposed to reduce the
charge for a group of 100 nunbers from $26.19 to $1.00, the
target rate adopted by the Departnent in D P.U 92-100 ( id. ). v

The Conpany al so has proposed to nodify its current charges
for TNS (id. at 32). The current rate structure consists of a
recurring nonthly charge, but the Conpany stated that the
margi nal costs for the service reflect no recurring costs ( id.).

Therefore, in order to better reflect underlying costs, the

1 The Conpany is concerned that the target rate |evel of
$1.00 for a group of 100 nunbers nay need to be increased
if, because of the dramatic reduction in this charge, the
Conpany's finite supply of tel ephone nunbers is jeopardized
(Exh. NET-1, at 32).
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Conpany proposed to elimnate the nonthly charge for TNS and
establ i sh a nonrecurring charge of $50.00 per group of 100
nunbers for PBX and Centrex '® custonmers ( id. at 32-33).

b. Positions of the Parties

i. The Conpany

The Conpany argues that its proposed rate changes for
busi ness exchange service are consistent with the Department's
princi ples established in D.P.U 89-300 and reflect a gradual
novenent toward target rates, and, therefore, the Depart nment
shoul d approve the Conpany's proposed rate changes (Conpany Bri ef
at 29-30). The Conpany al so argues that its proposed | ocal usage
rates for business service are just and reasonabl e, and represent
novenent toward target rate | evels, while bal ancing other factors
(iLd. at 26).

NET asserts that its proposed changes in business MIS rates
nove rates appropriately toward target rate |levels ( id. at 16).
The Conpany al so contends that its proposed rate changes for 800
service, DD service, and TNS servi ce are reasonabl e and shoul d
be approved as filed ( id. at 53).

The Conpany argues that the Attorney CGeneral's proposal to

limt rate changes to one third of the difference between current

18 Centrex service is a business tel ecommuni cations systemin
which the controlling dial swtching equi prent is |ocated
at a tel ephone conpany's central office that normally
serves the principal premses of a custoner.
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and target rates is overly sinplistic, unsupported by the record,
and not consistent with the Departnent’'s directives to achi eve
target rates while also balancing the Departnent’'s rate structure
goal s (Conpany Reply Brief at 6).

The Conpany clains that the Attorney General's proposal to
increase the threshold for the business MIS credit woul d nove the
usage credit in the opposite direction of the target rate and,
therefore, should be rejected by the Departnent ( id. at 17). The
Conpany asserts that, contrary to the argunments of the Attorney
CGeneral, its proposed target rate for 800 service is reasonabl e
and cost-based ( id. at 15-16).

In response to OM S s contention that the nonrecurring
charge for TNS should only apply when TNS is ordered as a
di screte service, the Conpany states that it is willing to apply
that charge only when TNS is ordered separately ( id. at 29). NeT
states that this change is consistent with the Conpany's
application of a TNS charge for residence and single-line
busi ness custoners ( id.).

ii. The Attorney Ceneral

The Attorney CGeneral argues that the Departnent should only
approve business MIS and | ocal usage rates which nove one third
toward the established target rates (Attorney General Reply Brief
at 2). In addition, the Attorney General asserts that the

Department shoul d not allow the Conpany to decrease the usage
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credit threshold for business MIS service (Attorney General Brief
at 9).

The Attorney Ceneral argues that the Conpany's proposed
changes in DD and 800 service rates should not be approved
because the proposed changes are not equal to one third of the
di fference between current rates and target rates ( id. at 10-11,
16). The Attorney Ceneral asserts that the Departnment shoul d
rej ect the Conpany's proposed target rate of $16.00 for 800
servi ce because the cost of 800 service is unsubstantiated ( id.
at 38-39).

In opposing OM S' s argunent that the nonrecurring charge
for TNS should only apply when TNS is ordered as a discrete
event, the Attorney General argues that there is a cost every
time a custonmer requires TNS on a changed or updated |ine, and,
consequently, the customer shoul d be charged the nonrecurring
rate each tinme TNS is requested (Attorney CGeneral Reply Brief
at 8-9).

iii. DoD

DoD argues that all of the Conpany's proposals correctly
nove the Conpany's rates toward their cost-based targets (DoD
Brief at 6-7). Therefore, DoD recomrends that the Departnent
accept NET's proposals w thout nodification ( id.). In response
to the Attorney Ceneral's proposal to require NET to nove all

busi ness rates one third of the difference between current rates
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and target rates, DoD argues that this proposal is neither
practical nor beneficial (DoD Reply Brief at 3).
iv. M S
QM S argues that the Conpany's proposed nonrecurring charge
for TNS should apply only when TNS is ordered as a discrete
service and not when TNS i s requested as part of an order for
new, updated, or changed service (OMS Brief at 3).

c. Analysis and Fi ndi ngs

Ve find that the rate changes proposed by the Conpany for
busi ness exchange service, |ocal use, MS, 800 service, and DID
represent a reasonable step in noving toward previously or newy
established target rates. As previously stated ( see Section |I.C
supra), the Attorney CGeneral's proposal tolimt rate changes to
one third of the difference between current and target rates is
inpractical in a revenue-neutral filing. The Conpany's proposed
changes conti nue the gradual novenent of business rates toward
the target |l evels, and those changes are approved as fil ed.

The Departnent agrees with GOM S that the nonrecurring
charge for TNS should only apply when it is ordered separately,
in order to nmake application of that charge consistent with the
met hod used for residence and single-Iline business custoners.
Accordingly, inits conpliance filing the Conpany shall nodify
the applicable tariff |anguage to provide that the TNS

nonrecurring charge shall apply only when the service is ordered
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separately.

The Departnent al so finds that the Conpany's proposed
target rate for 800 service is reasonable. The Conpany's
met hodol ogy for developing the target rate is consistent with the
nmet hodol ogy approved in D.P.U 89-300, and the target rate is
cost - based.

2. Analog Private Line and Speci al Access

a. Conpany Proposa

The Conpany has proposed to further align the rates for
anal og private line and special access services, offered in the
Conpany's tariffs D.P.U Mass. Nos. 10 and 15, respectively
(Exh. NET-1, at 33). NET is continuing novenent toward target

rate levels by lowering the initial mleage charge ( i.e., the

first nine mles) for both private line and speci al access

services from$4.16 per nile to $3.42 per mle ( id. at 33-34).

The reduction constitutes a 33 percent difference between the

existing rates for the first and second m| eage band ( id. at 33).
NET al so proposed to nove anal og channel rates to, or

toward, target rates levels, with increases and/ or decreases of

no nore than five percent ( id. at 34; Att. Dat 2, 5). The

Conpany proposed that the $2.3 mllion annual revenue decrease

resulting fromthe proposed reduction in mleage and | oca

channel rates be recovered through increases ranging fromone

half of one percent to el even percent per |ocal channel, channel
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termnation, and special access fixed rate el enments ( id., Att. D
at 2, 8, 10).

In addi tion, NET proposed to further restrict its Tel pak
service (5000 series private lines) ( id., Att. Aat 5). ** The
proposed restrictions are twofold: (1) if a circuit is renoved,

another circuit cannot take its place; and (2) spare capacity on

an existing Tel pak service can not be used ( id.).
b. Positions of the Parties
i The Conpany

The Conpany naintains that the rates proposed for anal og
private |ine and special access services are just and reasonabl e,
and consistent with the Department's regul atory goal s (Conpany
Brief at 45). In addition, NET states that since no party to the
case opposed the Conpany's proposed changes in anal og private
line or special access rates, they shoul d be approved by the
Departnent as filed ( id.).

In response to concerns raised by OM S regardi ng NET' s
Tel pak service, NET indicated that it would be willing to nodify
its proposal by allowi ng a Tel pak customer to consolidate the
service without adding to the total nunber of circuits ( id.
at 44-45, citing Tr. 2, at 118). The Conpany naintains that its

proposal would satisfy the concerns of OM S (Conpany Reply Bri ef

19 Tel pak is an anal og private line service that has been
"grandf at hered" for existing custoners since Decenber
1982.



D.P.U 93-125 Page 32

at 28).

ii. The Attorney Ceneral

The Attorney CGeneral argues that the rates for channel
charges should be adjusted to elimnate any revenue loss and to
ensure revenue neutrality for the proposed adjustnments for anal og
private line (Attorney CGeneral Brief at 20). Regarding Tel pak
services, the Attorney General naintains that Tel pak custoners
shoul d be prevented from noving or consolidating capacity
(Attorney General Reply Brief at 8). The Attorney Ceneral
contends that the Departnent shoul d di scourage continued use of
Tel pak rather than continuing to nake Tel pak desirabl e by
all owi ng the proposed changes sought by QM S ( id. at 9).

iii. QMS

OM S asserts that Tel pak custoners should be allowed to
consol i date Tel pak service, as users take circuits out of service
or mgrate circuits fromanalog Tel pak to digital or swtched
services (OMS Brief at 5. QMS clains that without this
change, Tel pak customers could be required to pay for unused
capacity ( id.)

c. Analysis and Fi ndi ngs

In D.P.U 89-300, we directed NET to increase rates for
private line channels and related rate el ements because general ly
the rates were bel ow margi nal cost, when conpared with other rate

el enents, such as m | eage charges, which were well in excess of
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mar gi nal cost. Id. at 189. The record in this proceeding
indicates that NET is continuing to nove rates toward target
levels for both analog private line and speci al access services.
The record further indicates that under NET' s proposal, the
revenue shortfall for private line services would be recovered
through increases in all analog | ocal channels and channe
termnations. Therefore, we find that the Conpany's proposal is
reasonabl e.

VW agree with GQM S that Tel pak custoners shoul d be al | owed
to consolidate service as long as the total nunber of Tel pak
circuits is not increased. Accordingly, we direct the Conpany in
its conpliance filing to include tariff |anguage that so nodifies
NET's proposed restrictions on Tel pak service.

3. Dagital Private Line Services

a. Conpany Proposa

In this filing, NET has proposed to | ower service charges
for Superpath 1.5 service ("Superpath”) 2 to continue the
novenent toward the target rates established in D P.U 92-100
(Exh. NET-1, at 35). Sone rate elenents have been reduced to
target levels, while others have been | owered to continue the
transition toward target rates ( id.).

The Conpany al so has proposed to set target rates for

20 Superpath is a two-point digital service that provides
24- channel capacity over one facility.
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Superpath Fractional T-1 service 2! in conpliance with

D.P.U 92-100 ( id. at 35). NET indicated that the proposed
target rates are based on the relationship of the current rates
with the existing Superpath rates ( 1d. at 36). The Conpany al so
proposed to |l ower the current rates for Superpath Fractional T-1
in a manner and degree simlar to the Superpath rate reductions,

in order to naintain the existing price relationships with
Superpath ( id.).

In conpliance with D.P.U 92-100, the Conpany proposed to
establish a revised Flexpath 2?2 port target rate of $209.00 to
maintain the current parity between Flexpath and DID, its
cross-elastic service ( id., Att. Dat 13). NET also proposed to
| oner the current Flexpath port charge from $465.00 to $357. 00,
or 23 percent, reflecting a simlar reduction in DD charges ( id.
at 39; Att. D at 13).

NET al so proposed to establish target rates for D gipath
Dgital Services Il ("DDSI1") 2 and reduce overall rates for DDS
Il by approximately 17 percent ( id. at 39-40).

b. Positions of the Parties

2 Superpath Fractional T-1 is a digital private |line service
with an eight- or twelve-channel capacity.

22 Flexpath is a digital service that provides direct inward
and outward dialing between a custoner's digital PBX and
t he Conpany's central office.

= DDS || provides single digital channels.
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i. The Conpany

The Conpany nmaintains that its proposed rate changes for
digital private line services are consistent wth Departnent
objectives, naintain current pricing relationshi ps where
appropriate, and continue to nove toward target rates (Conpany
Brief at 50). Therefore, NET contends that its proposed rates
shoul d be approved as filed ( id.). Regarding the Attorney
Ceneral 's argunent on Flexpath target rates, the Conpany cl ains
the proposed target rate | evels have been established to maintain
the current parity with DID service and recover nargi nal costs
(Conpany Reply Brief at 14).

ii. The Attorney Ceneral

The Attorney CGeneral argues that the Conpany has provi ded
no conpelling justification to transition rates for Superpath,
Superpath Fractional T-1, Flexpath, and DDS Il at an accel erated
speed, and recomrends that these rates be reduced by one third of
the difference between present and target rates (Attorney General
Brief at 11-15). The Attorney Ceneral also clains that NET' s
proposed target rate of $209.00 for a Flexpath digital port
shoul d be rejected because NET's target rate does not mnaintain
the cross-elastic price relationship between DI D and Fl expat h
(iLd. at 14).

C. Anal ysi s and Fi ndi ngs

Based on the record, we find that the Conpany's proposed
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rate reduction for Superpath is a reasonable step in noving
toward previously established target rates. Further, we find
that this rate reduction will maintain the existing price
relationship with business toll rates, a cross-elastic service.
The Departnent also finds that NET's proposed rate
reductions for Superpath Fractional T-1, Flexpath, and DDS Il are
reasonable. The proposed rate reductions for Superpath
Fractional T-1 naintain the current rate relationship with
Superpath at the proposed rate levels. In addition, we find the
Conpany' s proposed target rates for Superpath Fractional T-1 and
DDS Il to be reasonable and in conpliance with the Departnent's
directives in D.P.U 92-100. Lastly, we find the Conpany's
revised target rates for Flexpath to be reasonable and in
conpliance with our directive in D.P.U 92-100 requiring that
Fl expath target rates naintain the appropriate pricing
relationship with DD

4. Integrated Services Dgital Network Basic Service

a. | nt r oducti on

In NET-Integrated Services D gital Network ("I SDN') Basic

Service, D.P.U 91-63-B (1992), the Departnent found NET s

proj ected costs and cost mnethodol ogy for | SDN Basic service
reasonabl e for the purposes of that proceeding, and directed the
Conpany, as part of its 1993 transitional filing, to submt a

conprehensi ve nargi nal cost study for all |SDN Basic rate
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el enents, including usage. 2 1d. at 44-46. NET al so was

directed to track the costs and revenues associ ated with | SDN

Basic, and to submt billing determnant data in its annual
transitional filings. ld. at 110-111.
b. Conpany Pr oposal

NET"s filing establishes interimtarget rates for | SDN
Basic, a service that has previously been classified by the
Department as basic nonopoly, at the sanme | evel as the current
effective rates for | SDN Basic (Exh. DPU 27). % A though the
Conpany filed an updated MCS for |1 SDN Basic rate el enents, NET
has not proposed to nove the rates closer to nmarginal costs
(id.). The Conpany stated that a reduction in present rates
woul d not provide for full recovery of all appropriate costs,
i.e., enbedded and nmarginal costs (Exhs. NET-4, Tab E28 at 4,
DPU 27; DPU-32). Therefore, NET has proposed that, until |SDN

costs are stabilized, target rates be set at current rates

24 | SDN Basi ¢ voi ce usage charges are determned by the
custoner's existing class of |ocal exchange service
(Exh. NET-4, Tab E28). dCrcuit-swtched data usage is
charged on a per-nmessage, per-mnute basis at the sane rate
as voice usage ( id.). |SDN packet-swi tched data usage
rates are priced consistent with the rate levels for NET' s
existing Infopath service ( id., Tab E25, Att. 2) ( see
Section I1.C 5, infra, for a discussion of Infopath
packet - swi t ched data usage).

2 In D.P.U 91-63-B, the Department found that | SDN Basic was
a basic, nonopoly service that has a potentially
far-reaching and significant role in the tel ecomruni cations
infrastructure of the Commonweal t h. Id. at 34.
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(Exh. DPU27).

C. Positions of the Parties

i. The Conpany

NET nmaintains that the Attorney CGeneral's allegations
regarding the rate changes for ISDN Basic clearly msstate the
facts (Conpany Reply Brief at 11). The Conpany argues that the
monthly rates substantially exceed the margi nal costs of the
service (id. at 11-12). NET contends that although the
nonrecurring charges do not exceed the nmarginal costs in all
cases, it is reasonable at this tine to use the tariffed rates,
approved by the Departnent in D.P.U 91-63-B, as interimtarget
rates (id. at 12). 2% NET argues that the service is still new
and the Conpany needs to gain experience before reestablishing
rates for I1SDNBasic ( id.). NET rejects the Attorney Ceneral's
recomrendati on that nonrecurring rates for | SDN Basic be set
closer to cost ( id. at 12).

ii. The Attorney Ceneral

The Attorney General argues that the nonrecurring charges
for the | SDN Basi c subscriber |ine, feature change, and custoner
prem se nodem pooling rate el enents shoul d be increased to cover

the margi nal costs of these services (Attorney CGeneral Brief

26 NET indicated that it expects to use contribution from
El ements 1 and 2 for | SDN Basic cost recovery until the
next transitional filing when the Conpany is commtted to
undert aki ng an extensive study of nonrecurring charges
(Exh. DPU- 36) .
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at 19- 20).

d. Anal ysi s and Fi ndi ngs

The Departnent stated in D.P.U 91-63-B, "[ISDN Basic] has
a potentially significant inpact on the manner in which consuners
obtain access to the public tel ecommunications network and [ ] it
shoul d therefore be considered as 'basic' for the purposes of
determning the appropriate pricing ...." Id. at 83. In
determning rates for 1SDN Basic in that case, we were gui ded not
only by our tel ecommunications rate structure goals but al so by
t he fundanental objective of ensuring that customers have the
opportunity to derive the maxi numbenefits fromthis new
t echnol ogy. Id. at 87.

In D.P.U 92-100, the Department stated that in setting
rates and target rates, we nust consider carefully the
characteristics of each service in order to determne the proper
enphasis to place on each rate structure goal. Id. at 60.
Further, we noted that "... the Departnent nust wei gh several
factors, such as narket conditions, conpetitive inplications,
nature of services, and dermand el asticities in establishing
target rates for different basic nonopoly services." Id. at 61.

In D.P.U 91-63-B, the Department recognized the difficulty
of establishing proper rates for | SDN Basic and the uncertainty
about the precise future demand for the service. Id. at 85-86.

Because the Departnent found | SDN Basic to be a basic, nonopoly
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service, initial rates were set close to margi nal costs. 27 In
this filing, the Conpany has provi ded an updated MCS i ndicating
that, overall, the margi nal costs have declined, while the
nonrecurring costs have increased (Exhs. NET-4, Tab E28; DPU 36).
The record in this case indicates that there has been
l[imted subscription to I SDN Basic. Mndful of the Departnent's
rate structure goals, and given the uncertainty surroundi ng the
demand for | SDN Basic, we agree with the Conpany that it woul d be
premature to raise | SDN Basic rates at this tinme. Accordingly,
we find that the Conpany's proposed interimtarget rates are
reasonable. Therefore, we approve the Conpany's proposal as
filed. However, we direct the Conpany in its study of
nonrecurring charges ( see n.26, supra) to include an anal ysis of
the nonrecurring costs for 1SDN Basic. In addition, the Conpany
shall continue to conply with all applicable directives in
D.P.U 91-63-B.

5. | nf opat h Packet Swi tching Service

a. Conpany Proposa

The Conpany has proposed to price the nonrecurring and

recurring rate elements for Infopath packet switching service

2 In D.P.U 91-63-B, we approved nonrecurring charges for
digital electronic tel ephone services that did not cover
t he associ ated nargi nal costs. Id. at 58.
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("Infopath") 28 at current rate levels. 2° The Conpany al so has
proposed packet-swi tched data usage charges based on a kil opacket
rate structure (Exh. NET-1, at 19).

The Conpany has proposed target usage rates, and has
reduced current usage rates towards target rate levels for
| nfopat h and | SDN Basi ¢ packet-sw tched data usage (Exhs. NET-1,
at 19; DPU-25; DPU-33). % The target rates were devel oped usi ng
the present rel ationshi p between packet-sw tched data usage and
busi ness toll service (Exh. NET-1, at 19). The day-period
kil opacket rate was converted to a per-mnute rate and t hen
conpared to the business day toll rate ( id., Att. Hat 22, 33).
This relationship was then naintai ned to cal cul ate kil opacket
target rates ( id.).

The Conpany conpared present, proposed, and target rates as

foll ows:

28 | nf opat h provi des synchronous and asynchronous network
transport of data packets for high speed transm ssion
t hrough the network (D.P.U Mass. No. 10, Part C
Section 4).

2 Since the Conpany has classified Infopath as a basic
conpetitive service, NET has not proposed target rates for
the nonrecurring and recurring rate el ements (Exh. DPU 23).

30 NET prices its | SDN Basic packet-sw tched data transport
under the sane pricing structure as |nfopath. See Section
I1.C 4, supra, for pricing of | SDN Basic.
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| nf opat h Packet Switching Service
Rat e Per Kil opacket
Present
Pr oposed Tar get

Day $ 0.70 $ 0.57 $ 0. 37/ peak
Eveni ng 0. 65 0. 37 0. 24/ of f - peak
N ght / Wekend 0. 60 0.24 0. 24/ of f - peak
(id. at 33).
b. Positions of the Parties
i. The Conpany

The Conpany refutes what it contends are the Attorney
Ceneral ' s unsupported all egations that |Infopath does not cover
its associated margi nal costs (Conpany Reply Brief at 11-12).

ii. The Attorney Ceneral

The Attorney CGeneral argues that the nonrecurring costs for
| nfopath do not reflect the total cost of provisioning an
Infopath circuit, and, therefore, the Departnment should increase
the rates 3 to at |east the marginal cost |evel (Attorney GCeneral
Brief at 18).

C. Anal vsi s and Fi ndi ngs

Contrary to the Attorney General's contention, the record
indicates that NET's nonrecurring rates for Infopath cover the
associ ated nmarginal costs, and, therefore, there is no reason to

increase the rates at this time. Accordingly, the Departnent

81 The Departnent interprets the Attorney CGeneral's use of the

term"costs" as neaning "rates" ( see Attorney Ceneral Brief

at 18).
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finds that NET's proposal to establish nonrecurring rates at
current levels for Infopath is reasonabl e.

Based on the record in this case, we also find that NET' s
proposal for packet-sw tched data usage rates is in conpliance
with the Departnent’'s directives in D.P.U 91-63-B. NET has
averaged the respective nmargi nal costs for | SDN based
packet - swi t ched data transport and non-| SDN-based packet-sw t ched
data transport. W find that averaging the costs in this
instance is reasonable and that NET' s proposal satisfies the
Departmment's goal of sinplicity. Accordingly, we find that NET s
proposal for packet-sw tched data transport is reasonable.

6. Switched Access Service

a. | nt r oducti on

Swi tched access services are used by other carriers to
originate and termnate calls over NET's network. For a carrier
to transport a call to or fromnost custoners in Massachusetts,
it nmust pay NET for the use of local |oops and central office
swi t chi ng.

Swi t ched access services are the whol esal e counterparts of
the Conpany's retail MIS and 800 services, and are targeted to be
priced slightly belowthe retail services. In D P.U 89-300, the
Departnent ordered the rates for sw tched access services and
retail services to be linked in order to retain the

whol esal e/retail pricing relationship between the two services.
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ld. at 217.

b. Conpany Pr oposal

NET has proposed to nove the current sw tched access rates
in the Eastern LATA toward target rate levels, reflecting simlar
decreases proposed for retail business MIS rates (Exh. NET-1,
at 19) ( see Section I1.C 1, supra). The proposed changes include
reduci ng the day-tine originating conmon carrier line ("CCL")
charge by approxi mately $0.02, reducing the nonthly credit
threshold from3,000 to 1,500 mnutes, and decreasi ng the val ue
of the credit from$0.05 to $0.03 per nmnute (Exh. NET-1, Att. B
at 10). In addition, NET proposed to elimnate the
premunm non-premumrate structure distinction for the
originating CCL ( 1d., Att. Aat 14).

C. Positions of the Parties

i. The Conpany

NET asserts that its proposal to reduce sw tched access
rates conplies with the Departnent's directives in D P.U 89-300
(Conpany Brief at 23-24). Mreover, NET maintains that because
none of the interexchange carriers ("IXGCs") rai sed any objection
to the Conpany's proposal to decrease rates for sw tched access,
t he Departnent shoul d approve the proposed changes as filed ( id.

at 24).
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ii. The Attorney Ceneral

The Attorney General recommends that the Departnent approve
swi tched access rates that are one-third of the difference
between current and target rates (Attorney CGeneral Brief at 17).

iii. DoD

DoD reconmends that NET' s proposed changes be accepted by

the Departnent w thout nodification (DoD Brief at 7).

d. Anal ysi s and Fi ndi ngs

In D.P.U 89-300, the Departmnent approved the Conpany's
proposal to link switched access rates to its business MS rates,
in order to preserve the whol esale/retail price relationship and
to send the correct pricing signals to custonmers about the
servi ces, which have simlar underlying costs. Id. at 216-217
Because of this relationship, any reduction in swtched access
rates requires a simlar reduction in business MS rates. Id.

dven this pricing structure and the Departnent's objective
to balance its goals of economcally efficient pricing and rate
continuity, we find that the Conpany's proposed reduction in the
day-tine originating CCL charges, and the correspondi ng
reductions in the nmonthly credit threshold and the val ue of the
credit, are reasonable.

D. Nonrecurring and Servi ce Charges

1. Conpany Pr oposal

NET has proposed to establish target rates at the current
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tariffed levels for (1) E enent 1 and 2 charges, 32
(2) restoration of service after disconnection for non-paynent,
(3) reconnection of service after tenporary suspension ( e.q.,
seasonal custoners), and (4) premses work charges (Exh. NET-1
Att. Hat 23). NET has categorized these rate el enents as basic
nmonopol y (Exh. NET-1, at 5-10).

NET used two criteria to determne cost recovery. First,
if the current tariffed rate el enent was equal to or greater than
the connection cost, 32 the target rate was set at the existing
rate level (1d., Att. Hat 23). |If the current rate el enent was
bel ow nargi nal cost, the charge was anal yzed in conjunction with
t he associ ated service, and if the nonrecurring revenue shortfal
was recovered fromcontribution in the nonthly recurring rate for
the service over the |ife expectancy of the service, the current
tariffed rate was determned to be the target rate level ( id.).
NET suggested that these charges shoul d have variable target rate
| evel s which are revisited each year to ensure that the charge

recovers the connection cost either initially or over the life

32 NET applies an Henment 1 service ordering charge for the
receiving, recording, and processing of a custoner's
request for service (Exh. NET-4, Tab E3). An Eenent 2
central office line connection charge is applied to recover
the costs of establishing or changing service in the
central office ( id., Tab E4).

33 Connection costs include, but are not limted to, the
average custoner service representative's tinme spent on
service orders (Exh. NET-4, Tab E3).
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expectancy of the service ( id.).

2. Positions of the Parties

a. The Conpany

The Conpany naintains that the proposed target rate | evels
conport with the Departnent's directives, are reasonable, and are
consi stent with the devel opnent of previous target rates (Conpany
Reply Brief at 13). NET contends that the proposed target rates
for El ement 2 exceed the associated margi nal costs of the service
on a rate elenent basis ( 1d.). The Conpany argues further that
the proposed target rates for El enent 1 exceed the margi nal costs
over the life expectancy of the underlying service ( id.
at 13-14). The Conpany acknow edges that these target rates
shoul d be revisited in each transitional filing to ensure that
the rates recover the associated costs ( id.).

b. The Attorney Ceneral

The Attorney CGeneral naintains that NET' s net hodol ogy for
establishing target rates for Elenents 1 and 2 is inconsistent
with the Departnent's rate design goals of economc efficiency,
fairness, and rate continuity (Attorney General Brief at 9). The
Attorney Ceneral asserts that these target rates should be
increased to cover the nmarginal costs of the services ( id.).

3. Analysis and Fi ndi ngs

As stated in D P.U 92-100, in setting target rates for

basi ¢ nonopoly services, the marginal costs of the service can
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and shoul d be used as a gui de. Id. at 60. However, the
Department al so nust appropriately bal ance the Departnent's rate
design goals in setting target rates. Id. The Depart nent
acknowl edged further that, as the transition process conti nued on
its course toward cost-based rates, the Departnent woul d have to
conti nue wei ghing certain factors, such as the nature of

services, in establishing target rates for different basic
nmonopol y servi ces. Id. at 60-61.

Regardi ng the recovery of any revenue shortfall for
nonrecurring revenue el enents, the Conpany's contribution
anal ysis indicates that the nonthly contribution from exchange
services would allow for recovery of costs associated with
Elenents 1 and 2 within the first nonth for nost exchange
services. Henents 1 and 2 are not independent charges; that is,
they are generally incurred when a custoner establishes tel ephone
exchange service with NET. Therefore, under NET' s proposal, as
| ong as exchange services continue to cover their associ ated
mar gi nal costs and provide a contribution, the costs associ ated
with Elenents 1 and 2 will be recovered.

Ve find that NET's cost recovery proposal is reasonable.
Accordingly, the Departnent finds that NET' s proposal regarding
target rates for service charges is reasonable at this tinme, and
is, therefore, approved.

I11. PAY-TELEPHONE SERVI CE
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A Goin dass

1. | nt r oducti on

NET provides two types of pay-tel ephone services: public
pay-t el ephone service, and sem public pay-tel ephone servi ce.
NET's public pay tel ephones are provided at the discretion of the
Conpany, and the revenues are generated solely through use of the
pay tel ephone by nmenbers of the public. Sem public pay-tel ephone
service is provided at the request of a location owler, and the
| ocati on owner is responsible for nonrecurring and nonthly
charges. NET's Eastern LATA coin, sent-paid calls currently are
charged under the Conpany's MIS Schedule | (Exh. NET-1, at 17).
Thi s schedul e contains three rate bands, which vary by
tinme-of-day, with rates for initial and additional mnutes ( id.
at 18).

2. Conpany Proposa

NET proposed to change the rate structure for toll calls
pl aced fromits pay tel ephones in the Eastern LATA ( id. at 17). %
The Conpany proposed to reduce the per-mnute charges in the
third toll rate band ( i.e., 15 air mles and over) to the |evel
of the second toll rate band, thereby elimnating the third rate
band (id.).

3. Positions of the Parties

34 The Conpany's rates for coin-paid calls are al ready at
target in the Wstern LATA
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a. The Conpany

The Conpany argues that the proposed change woul d nove the
MIS Schedule | rates closer to the target rate | evels established
in DP.U 89-300 (Conpany Brief at 21). NET asserts that no
party chal | enged the proposed changes, and, therefore, the
Department shoul d approve the proposed change as filed ( id.
at 21-22).

4. Analysis and Findi ngs

Based on the record, we find that the Conpany's proposed
change to its MIS Schedule |I for coin-paid toll calls is
reasonabl e. Accordingly, the Conpany's proposal is approved as
filed.

B. NET's Charges to Providers of Pay-Tel ephone Service

1. | nt r oducti on

Pay-t el ephone service providers obtain access to NET' s
networ k by subscribing to NET's public access |ine ("PAL")
service. The costs and revenues associated with PALs are
al |l ocated to the business cl ass. See D.P.U 89-300, at 271. As
a result, any changes to rates and/or rate structure ordered by
the Departnent for the business class directly affect
pay-t el ephone service providers.

However, pay-tel ephone service providers also are
conpetitors of NET in providing pay-tel ephone service, and in

recognition of the disparity that exists between the rates that



D.P.U 93-125 Page 51

NET charges itself for pay-tel ephone services and the rates that
pay-t el ephone service providers nust pay to NET, the Depart nment
found that an adequate | evel of conm ssion paynents to

pay-t el ephone service providers was needed to offset the
potential anticonpetitive effects of the wholesale/retail rate
rel ati onshi p. Id. Therefore, the Departnment ordered NET to
provide all Departnent-certified pay-tel ephone service providers
a credit of 20 percent off the total nonthly billed amount for
each pay tel ephone that generates nonthly revenue for NET of
$100. 00 or nore. Ild. at 273-274. Because of the reductions to
busi ness use rates, the Departrment in D.P.U 92-100 reduced to
$75.00 the nonthly revenue threshol d. Id. at 54.

2. Conpany Pr oposal

In the instant case, NET has not proposed any specific
changes that would affect only pay-tel ephone service providers,
ot her than the changes proposed for business custoners in
general, that were described in Section Il.C 1, supra.

3. Positions of the Parties

a. The Conpany

NET asserts that the Departnment has repeatedly rejected
MPA's calls to elimnate the Conpany's DA charges to
pay-t el ephone service providers and to recover the costs fromthe
general body of ratepayers (Conpany Reply Brief at 26-27, citing

D.P.U 91-30, at 85; D.P.U 92-100). The Conpany contends that
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because MPA has not presented any new evi dence to warrant
changing the structure or |evel of DA charges to pay-tel ephone
servi ce providers, the Departnment should reject MPA' s request
(id. at 27). Moreover, NET argues that MPA's reliance on DA
charging policies in other jurisdictions "is interesting but is
not dispositive of that issue in Massachusetts" ( id.). According
to the Conpany, elimnating DA charges for pay-tel ephone service
providers woul d be inconsistent with the Departnent's goal s of
economc efficiency, fairness, and rate continuity ( id.).
Inits reply brief, the Conpany indicated that it would be
willing to charge pay-tel ephone service providers a flat nonthly
rate of $5.07 per PAL, provided there is a consensus anong the
pay-t el ephone service providers to adopt this plan ( id. at 28).
The flat rate woul d be based on the present average DA use
billable to PAL lines, after taking into account the free
ten-call allowance ( id.).3% NET states that this average DA use
rate conponent cal cul ati on woul d be updated on a yearly basis to
reflect the changes in calling characteristics ( id. n.29).

b. The Attorney Ceneral

The Attorney CGeneral argues that MPA has not provi ded new
evi dence to cause the Departnent to change its position (Attorney

General Reply Brief at 5). In responding to MPA's cl ai m of

3 GL. c. 159, § 19A provides that each custoner shall
receive an allowance of ten direct-dialed DA calls per
nont h, without charge.
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anticonpetitive behavior by NET, the Attorney CGeneral contends
that NET's nonthly volune credit offsets the potenti al
anticonpetitive effects associated with the whol esal e/retai l
rel ati onshi p between NET and pay-t el ephone service providers ( id.
at 6).
C. MPA

MPA argues that it is anticonpetitive for NET to charge
pay-t el ephone service providers for DA while recovering DA costs
for its own payphones fromthe Conpany's other custoner classes
(MPA Brief at 5-7). In addition, MPA asserts that NET' s
application of DA charges is not applied uniformy because, while
t he Conpany continues to recover the cost from pay-tel ephone
service providers, NET has only just proposed to apply the sane
charges for DAto IXCs inthis filing ( id. at 6).

MPA al so clains that the application of DA charges to
pay-t el ephone service providers is inconsistent with GL. c. 159,
8 19A, which prohibits the inposition of DA charges to end-users
of coin-operated tel ephones ( id.). MPAclains that it was not
the Legislature's intent that NET indirectly charge for DA
t hrough pay-tel ephone service providers, and that such charges
i npose "an unfair burden on NET's conpetitors" ( id. at 7).
Moreover, MPA clains that the New York Public Service Conm ssion,
faced with the sane policy decision, ordered NET's affiliate, New

York Tel ephone Conpany, to provide DA to pay-tel ephone service
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providers free of charge so that the pay-tel ephone service

provi ders coul d provide access to DA without an explicit charge
totheir custoners ( id. at 9-11, citing Exh. MPA-12). MPA argues
that the Kansas State Corporation Comm ssion and the Florida

Public Service Commssion ruled that the cost of providing DA to

PAL | ocations should be recovered fromthe general body of

ratepayers ( 1d.). Finally, MPA contends that if the charge for

DA were recovered fromthe general body of ratepayers, the

potential inpact to the Conpany's rate base would be m ni mal ( id.
at 7-9). 3

d. Repr esent ati ve Hodgki ns

Represent ati ve Hodgki ns asserts in support of MPA that it
was not the Legislature's intent that 8 19A be used by NET to
di scourage conpetition by requiring that pay-tel ephone service
providers pay directly for DA charges (Representative Hodgki ns
Brief at 1). Representative Hodgkins clains that on the contrary
the Legislature intended that all DA costs, including those from
pay-t el ephone service providers, be recovered through NET's rate
base (id.).

4. Analysis and Findi ngs

36 NET estinmated that the revenue | oss associ ated with not
char gi ng pay-tel ephone services providers for DA woul d be
approxi mat el y $295, 000 per year, which would translate into
an increase of approximately $0.01 per nonth, per
residential dial-tone line (Exh. MPA-16).
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The Departnent rejects MPA's request to elimnate NET's DA
charges to pay-tel ephone service providers. |n previously
denying simlar requests, the Departnent stated:

In [our] Oder in DP.U 89-20, [we] found that the

i ssue of charging for DA and recovery of DA charges

from pay-t el ephones by conpani es other than NET was

moot. There is insufficient evidence in this docket

to warrant revisiting that decision ...

D.P.U 91-30, at 85; D.P.U 92-100, at 55 (citations omtted).
In the instant case, MPA has not presented any new evi dence
sufficient to cause the Departnent to reverse its

wel | - est abl i shed policy.

Regar di ng the Conpany's response to MPA and the resulting
proposal to charge pay-tel ephone service providers a flat nonthly
rate of $5.07 per PAL for DA rather than a discrete charge per
DA call, we find this flat-rate proposal reasonable and
consi stent with the nethodol ogy approved by the Departnent for
devel oping target rates for residence prem um exchange servi ces.
Mor eover, such a nonthly charge shoul d assi st pay-tel ephone
service providers in avoi ding unnecessary DA charges that result
fromthe inappropriate use of free DA service from pay-tel ephone
servi ce providers.

Accordingly, we direct the Conpany in its conpliance filing
to establish a flat nonthly DA charge of $5.07 per PAL, and

renove its tariffed per-call rate for PALs. Because a flat

nmont hly DA charge could potentially elimnate unnecessary DA
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calls and, thus, lower the cost of DA we direct the Conpany to
include language in its conpliance tariff indicating that the
flat nonthly DA charge will be reviewed and updated each year in
January to reflect actual DA use from PAL | ocations.

I'V. Or'HER | SSUES

A Lifeline/lLink-Ub

1. | nt r oducti on

Lifeline, adopted by the Federal GCommunications Comm ssion
("FCC') in 1985, provides that the FOCC will waive an anmount up to
the interstate subscriber line charge ("SLC') for eligible
resi dence custoners in any state if the state regul atory
comm ssion requires a reduction by the LEC of an equal anount of

intrastate tel ephone char ges. See NET-Lifeline/Link-Up |,

D.P.U 89-57, at 1 (1989) (O der pening Investigation). The SLC

is currently $3.50 per nmonth. Thus, the Lifeline program

provi des | owincome subscribers with a $7.00 per nonth di scount

off of the total recurring nonthly charge for residence service

(exchange service rate plus the SLO. Link-Up, adopted by the

FOC in 1987, provides | owincone subscribers with a 50 percent

reduction in the nonrecurring charge for installation of

t el ephone service, up to a maxi mum of $30.00 per subscri ber. Id.
Eligibility for the Lifeline and Link-Up prograns is

determ ned based on participation in at |east one of the

foll owi ng six assistance prograns: Medicaid; Suppl enent al
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Security I nconme; Energency Aid to the E derly, D sabled, and
Chi | dren; Food Stanps; Fuel Assistance; or Ald to Famlies with
Dependent Chi | dren. Id.

On Septenber 15, 1992, the Departnent approved a
Stipulati on between NET and the Attorney CGeneral in
D.P.U 92-100, which focused primarily on inproving NET' s
informational and outreach efforts for its Lifeline and Li nk-Up
pr ogr amns. Id. at 4-7. The Stipulation requires NET to: (1)
provide annual training to its enpl oyees about Lifeline and
Link-Up; (2) update its internal practices to instruct custoner
service representatives to supply informati on on these prograns;
(3) include basic informati on about these prograns in its white
pages directory; (4) continue utilizing annual bill inserts to
notify residential custonmers about these prograns; (5) limt
sales efforts regarding optional services directed at subscribers
of these prograns; (6) expand its internal sales incentive
prograns to include incentives for the subscription of eligible
custoners to these prograns; and (7) conduct a study to exam ne
the feasibility and costs of expanding eligibility for these
pr ogr ans. Id. at 6-7, citing Stipulation 1 1, 2, 3, 6, 9,
10, 12.

NET did not propose any nodifications to its Lifeline or
Link-Up prograns in this filing (Exh. DPU-11), and the Depart nent

endorses the continued operation of these prograns.



D.P.U 93-125 Page 58

The current rate for a residence dial-tone line is $7.42;
therefore, a Lifeline participant who subscribes to residence
measured service, which is the Conpany's | east expensive
resi dence exchange service, is subject to a nonthly charge of
$3.92. % In this Oder, the Departrment has approved the
Conpany's proposal to increase the residence dial-tone line rate
to $9.91 per nonth (see Section I1.B.1.d, supra). Therefore, a
Lifeline partici pant who subscribes to resi dence nmeasured service
will be subject to a nonthly charge of $6. 41. 38

2. Positions of the Parties

a. The Conpany

In response to the Attorney CGeneral's request for an
increase in the Lifeline discount, NET argues that the evidence
in this case shows that such an increase is unwarranted at this

tinme (Conpany Reply Brief at 21). The Conpany asserts that its

37 Only four percent of Lifeline participants in Massachusetts
currently subscribe to nmeasured service (5,628 Lifeline
nmeasur ed servi ce custoners divided by 151,799 Lifeline
participants) (Exh. AG75; Exh. NET-5, Tracking Reports at
34).

38 For Lifeline participants subscribing to measured servi ce,
the increase in the residence dial-tone |line rate approved
inthis filing represents a 64 percent increase in the
nont hly charge (increase of $2.49 divided by current
Lifeline rate of $3.92). W note, however, that
approximately two-thirds of Lifeline participants subscribe
tolocal unlimted service (Tr. 4, at 34), and the average
increase for these Lifeline custonmers will be only 17
percent (average increase of $1.96 divided by average
current Lifeline rate of $11.39).
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Lifeline programis consistent with FCC requirenents ( id. at 22).
In addi tion, the Conpany contends that the present di scount
adequately pronotes the Departnent's goal of universal service by
providing eligible residence custoners with an af fordabl e means

of access to tel ephone service ( id.).

The Conpany clains that it maintains one of the highest
t el ephone penetration rates anong LECs nati onwi de since the
introduction of the Lifeline programin 1990 ( id.). NET points
out that the Massachusetts penetration rate in 1992 was 96. 8
percent, which represented an increase fromthe 1991 penetration
rate of 96.4 percent ( id. at 23). The Conpany argues that this
hi gh penetration rate is evidence that universal service
currently exists in Massachusetts, and that the Attorney
Ceneral ' s suggestion for increasing the discount to further
pronote universal service is, therefore, unnecessary ( id.
at 22-23).

The Conpany al so asserts that the nethod proposed by the
Attorney Ceneral for increasing the Lifeline discount is
unjustified ( id. at 23). The Conpany contends that allocating
the cost of the Lifeline discount across all rate classes
contradicts the terns of the Stipulation (  id.). NET notes that
the Stipulation provides that an increase in the nonthly Lifeline
di scount rmust be offset by increases in the residential dial-tone

line rate ( iLd. at 24).



D.P.U 93-125 Page 60

In response to the Attorney CGeneral's reconmmendati on t hat
t he Departnent adopt a percentage discount factor, simlar to
that used by the Departnent for subsidizing | owinconme customners
of electric and gas utilities, to increase the |evel of the
Lifeline discount, the Conpany argues that there is no record
evi dence to support adoption of a discount factor ( id.).

b. The Attorney Ceneral

The Attorney CGeneral argues that the Lifeline di scount
shoul d be increased by an anount equal to any approved increase
in the rate for residence local unlimted service (Attorney
CGeneral Brief at 5). The Attorney CGeneral asserts that the
i ncreased discount will reduce barriers faced by | owincome
t el ephone users in securing and nai ntai ni ng access to the
t el ephone network ( id. at 7, citing D P.U 92-100, at 5).

The Attorney General maintains that the Departnent has
ordered substantial subsidies for |owinconme custonmers of gas and
el ectric conpanies and argues the Departnent’'s treatnment of the
Lifeline and Link-Up prograns should mrror its practice toward
these other utilities ( id. at 7-8).

The Attorney CGeneral also contends that the cost of the
Li feline and Link-Up di scounts should be allocated to al
custoner cl asses, excluding sufficiently conpetitive services,
based on a rate base allocator ( 1d. at 8). The Attorney Ceneral

argues that the Lifeline programbenefits all classes of
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custoners, and, therefore, all classes of custoners shoul d
subsi di ze the cost of the program( id. at 6-7). The Attorney
CGeneral clains that the Departnment has required this
cost-recovery approach for subsidies of |owincone gas and
electric custonmers ( id. at 7-8).

The Attorney CGeneral argues that the Conpany shoul d
continue its ongoing efforts to notify eligible custoners of the
Lifeline program( id. at 8).

3. Analysis and Fi ndi ngs

The Lifeline programin Massachusetts has been devel oped,
in conjunction with the previously nentioned federal prograns, to
assure universal service in the Coomonweal th, one of the
Departnment's six rate structure goals for tel ecommuni cati ons. 39
See D.P.U 89-300, at 11-12. In D P.U. 89-300, the Departnent
stated, "universal service neans that the rate structure for
t el ecommuni cati ons conpani es ensures rates that all ow basic
t el ecomuni cati ons services to be obtained by the vast najority
of the state's popul ation.” Id. at 12. Because the transition
to cost-based rates requires significant increases in
traditionally underpriced residence exchange rates, the
Departmment has carefully nonitored the effects of the transition

to ensure that it does not negatively inpact universal service.

39 VW note that to date the Departnent has not expanded the
Lifeline programbeyond the initial federal requirenents
for state participation.
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However, we cannot just assune, prima facie, as the Attorney
CGeneral does, that increases in exchange rates necessarily nake
t el ephone service unaffordable for | owincone custoners.

The primary intent of the rate-restructuring is to renove
the subsidies inherent in the pricing of NET's services that
prevent the full benefits of the increasingly conpetitive
t el ecomuni cati ons nar ket pl ace fromreaching all custoners.
Therefore, in order for any subsidy to be increased in the
transitional process, we would have to be reasonably certain that
i ncreasi ng the subsidy is absolutely necessary to preserve our
rate structure goals. #

The Attorney General has offered no evidence indicating
that tel ephone service is not affordable at the rates proposed by
t he Conpany, coupled with the Lifeline discount. According to
t he Conpany, since the introduction of the Lifeline program NET
has achi eved one of the highest tel ephone penetration rates for
LECs nationwi de. W also note that there has been no
statistically significant change in the Massachusetts tel ephone
service penetration rate in the years 1989 to 1992 ( see
Section 1.C n.4). Thus, we find that through 1992 the

transition to cost-based rates has not negatively inpacted

40 W note that because this is a revenue-neutral filing in a
process that seeks to equalize rates of return anong
custoner classes, any increase in the Lifeline discount
must be paid for by additional increases in the residence
dial-tone line rate.
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uni versal service, and that the current proposed increase is
unlikely to have an adverse inpact on universal service. 41
Therefore, we find that there is no basis for nodifying the
Lifeline programin this filing, and that it woul d be premature
for the Departnment to order such a change, particularly when

i ncreasi ng the subsidy runs counter to our objective of reducing
the subsidies in NET' s rates.

Additionally, even if the Departnent had concl uded that an
increase in the residence exchange rate rai sed uni versal service
concerns at this tine, we are not persuaded that increased
support through the existing subsidy scheme woul d necessarily be
t he best possible way of solving the problem The sane
conpetitive forces that are the reason for the Departnent's
overall rate restructuring policies will tend to undermne the
exi sting universal service support nechani smas well. 42
Al ternative nmeans of raising the necessary funds to naintain
uni versal service have therefore beconme nore urgent as | oca

conpetition increases in Massachusetts.

a1 It is also worth reiterating that the lower toll rates that
wWill result fromthis Oder will benefit those | owincone
custoners who nmake toll calls, and thereby reduce the
i mpact of the increase in exchange rates on their bills.

42 The Department does not believe the treatment of |owincome
di scount prograns of tel ecommunications conpani es need be
consistent with that of other utilities, as suggested by
the Attorney General, because market devel opnent and the
| evel of conpetition in the tel ecommunications industry is
different fromthat in the electric and gas industries.
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New approaches to paying for universal service that are
nore consi stent with conpetition have been suggested and are
receiving initial consideration in sone other states. The
Departnent intends to explore these alternative approaches in the
near future in conjunction wth its continuing oversight of
conpetitive devel opnents in the Coomonwealth. It nay be that a
nmore efficient universal service funding mechani smcan be devi sed
that is nore consistent with conpetitive forces. W expect to
explore this issue in greater depth in the near future.

However, as we approach the target residence dial-tone |line
rate of $15.00 per nmonth, it is necessary that the record in the
two subsequent transitional filings contain nore specific
evi dence regarding the inpact of the transitional process on
uni versal service and the affordability of tel ephone service for
| owi ncone custoners. Therefore, the Conpany is hereby directed
toreviewits Lifeline program and to report the results of the
anal ysi s, as described bel ow, and propose any nodifications in or
before its next transitional filing. If we determne as a result
of this information that adverse effects on universal service or
ot her undesirable outcones are likely to occur as a result of
further increases in residence exchange rates, the Departnment
wi Il consider whatever adjustnents are necessary to solve the
pr obl em

Inits review of the Lifeline program the Conpany shal
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review and report on the follow ng issues: (1) tel ephone
penetration rates anmong | owinconme residents in Massachusetts;
(2) usage characteristics of current Lifeline participants;
(3) expected affordability of phone service for |owincome
custoners at target rates; (4) Lifeline prograns or other

uni versal service funding nmechani sns in other states; and

(5) tel ephone penetration rates anong | owi ncone residents in
ot her states.

B. LATA-wide Unlimted Calling Pl an

1. | nt r oducti on

In D.P.U 92-100, the Departrnent directed the Conpany to
devel op a new residential premumservice that woul d provide for
unlimted calling within a LATAw th no tinme-of-day or cal
duration restrictions. Id. at 20. In that Oder, the Departnent
stated that "the price for [the] service shall be a flat nonthly
rate", and "[t]he proposed rates for [the] service shall be
cost -based and such rates shall be consistent with the
Departnent' s approved met hodol ogy for premumtarget rates set in
D.P.U 89-300." Id.

2. Conpany Proposa

In the instant filing, NET proposed to introduce a
LATA-wide unlimted calling plan for the Western LATA only
(Exh. NET-1, at 7-8). According to the Conpany, it did not

propose a plan for the Eastern LATA because it does not have
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experience with unlimted LATA-wi de calling plans and can only
estinmate the use characteristics of potential custoners ( id.
at 9). The Conpany stated that "the history established by
i ntroducing significant change first in the Wstern LATA and
thereby creating a | aboratory, has been useful and shoul d be
applied again for this newoffering" ( id. at 8).

According to the Conpany, based on June, 1992 calling data,
93 percent of the residential custoners in the Wstern LATA
averaged |l ess than two hours of direct-dialed, intralLATA tol
calls per nmonth (Exh. NET-1, Att. Cat 30). Only seven percent
of the residential custoners in the Western LATA averaged nore
than two hours of direct-dialed, intraLATA toll calls per nonth
(id.). NET indicated that its proposed LATA-wide calling plan is
desi gned for custoners who average nore than two hours of tol
usage within the Western LATA because custoners who average | ess
than two hours of usage currently have nore economc alternatives
avai |l able to them such as residence direct-dialed toll service
or the two-hour LATA-wi de calling option (Exh. NET-1, at 8). The
Conpany estinmates that approximately 50 percent of the custoners
who average over two hours of toll usage will select the proposed
unlimted LATA-wide calling plan ( id.). The proposed rate of
$29.80 per nonth includes the dial-tone line rate of $9.91, plus
the | ocal usage conponent of $6.94, plus the toll usage conponent

of $12.95 ( id.).
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3. Positions of the Parties

a. The Conpany

The Conpany argues that it needs to test the unlimted
LATA-wide calling plan in the Wstern LATA first because usage
rates in the Eastern LATA have not yet reached their target
| evel s, and introduction of a LATA-wide calling plan in the
Eastern LATA woul d thus create confusion anong custoners in the
Eastern LATA (Conpany Brief at 37-38). |In addition, the Conpany
stated that it has no prior experience with an unlimted
LATA-w de cal ling service, and the revenue inpact of using
estimated usage woul d be nore severe for the Eastern LATA
conpared to that for the Wstern LATA ( id.). NET nmaintains that
its decision to test the plan in the Western LATA i s consi stent
with the practice established for the transitional process
regarding target rate structure and rate design ( id. at 38). The
Conpany contends that because no party has directly objected to
t he Conpany's proposal and because it is in conpliance with the
Departnent's directives in D P.U 92-100, the Departnent shoul d
approve NET's proposal to introduce an unlimted LATA-w de
calling plan in the Wstern LATA ( id. at 41).

b. M

M2 nmaintains that the proposed LATA-wide calling planis

"anticonpetitive, is contrary to the Departnent's |long-held rate

design goal s of economc efficiency and fairness, and i s not
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necessary" (MJ Brief at 2). Therefore, MJ clains the plan

shoul d be rejected by the Departnment ( i1d.). MJ argues that the
plan is anticonpetitive because it bundl es nonopoly services,

such as dial-tone and unlimted | ocal usage, wth services

subject to conpetition, such as intraLATA toll ( id.). Moreover,
MZ contends that since the Departnent has consistently

mai ntained a rate differential of $0.008 per mnute between NET' s
toll and access services, the proposed unlimted LATA-w de

calling plan violates that rate rel ationshi p, because sone
custoners who subscribe to the service would have "an effective
price that is less than the price of access" ( id. at 3). In
addition, MJ asserts that the proposed plan is not consistent

with the Departnent's goals of economc efficiency and fairness,
because sone custoners with greater than average usage woul d be
payi ng | ess than the cost of the service while other custoners
with | ess than average usage woul d be subsi di zi ng those custoners
with greater than average usage ( id. at 4-5). MJ also clains
that NET has not shown that there is a market for the plan ( id.
at 6).

According to MJ, the fact that the Department required NET
to introduce this plan should not be dispositive of the issue
since the Departnment did not have evidence on the record in
D.P.U 92-100 sufficient to approve a LATA-wi de calling plan, and

M2 did not have the opportunity to comrent on the issue in that
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proceeding (MJ Reply Brief at 2).

C. M. Ziedgler

M. Ziegler contends that conpetition is fostering the
introduction of various |ow cost nonthly calling plans, such as
NET' s proposed LATA-wide calling plan (Ziegler Brief at 1).

M. Ziegler maintains that a simlar calling plan shoul d be
introduced in the Eastern LATA ( 1d.).

4. Analysis and Findi ngs

Based on the record in this case, we approve as filed NET s
proposal to introduce a residence unlimted LATA-w de calling
plan in the Western LATA W are not persuaded by MJ's
argunments that NET has not identified a market for the service
and that the proposed plan is not consistent with the
Department's goals of economc efficiency and fairness. In
D.P.U 92-100, the Departnent stated that the Conpany "nmay
propose additional service options for custoners if a market for
such services is identified, and as long as the rates for any
such services are cost-based." Id. at 20. The record indicates
that NET has identified a market for the plan ( i.e., residential
custoners in the Wstern LATAwith greater than two hours of
intralLATA toll usage). Moreover, NET' s proposed rate for the
plan is consistent with the Departnent's directive in
D.P.U 92-100 requiring that such rates be consistent with the

Departnent' s approved met hodol ogy for premumtarget rates set in
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D.P.U 89-300. MNotwithstanding this finding, we note that the
Conpany failed to conply fully with the Departnent's directive in
D.P.U 92-100, by initially limting its unlimted calling plan
to the Western LATA. Therefore, we direct NET to propose an
unlimted calling plan in the Eastern LATAin its next
transitional filing.

C. Renoval of Exchange and Access Tariff Prohibitions

1. Conpany Pr oposal

NET proposed to nodify its Tariff No. 15 ("access tariff")
to allow |l arge custoners to subscribe to nost features and
functions available only in the access tariff (Exh. NET-1,
at 20). ©® The Conpany al so proposed to: (1) continue the
requi renent that Feature G oup A be available froman | XC s Poi nt
of Presence; (2) introduce a $600 m ni num nont hl y charge per
| ocation, per Feature G oup; (3) provide automatic nunber
identification ("ANN") only to | XCs and cabl e tel evi sion
providers; (4) allowonly I XCs to subscribe to access tariff DA
service; and (5) allow I XCs to subscribe to nost services in the
exchange tariff ( 1d. at 21-24). |In addition, the resale of
unl i mted busi ness exchange service, unlimted Fl expath, and
unlimted Centrex service would be available only to non-carriers

(id. at 24).

43 Qurrently, only carriers can purchase services fromNET s
access tariff and are prohibited fromtaki ng services under
t he Conpany's "exchange tariff,"” D.P.U Mass. No. 10.
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2. Positions of the Parties

a. The Conpany

NET maintains that its proposal to renove tariff
restrictions prohibiting end-users fromsubscribing to its access
tariff and carriers fromsubscribing to its exchange tariff
conplies with the Departnent's directive in D.P.U 89-300
(Conpany Brief at 53). NET argues that in the past it did not
open the access tariff to end-users and the exchange tariff to
carriers because of concerns about "tariff shoppi ng" and
adm ni strative costs to the Company ( id. at 54, citing
Exh. NET-1, at 21). The Conpany clains that renoving tariff
restrictions is appropriate at this time because rates in both
tariffs are close to their respective target rate |levels ( id.
at 53-54). Moreover, NET clains that renoving the restrictions
is consistent with the Departnment’'s goals of economc efficiency,
fairness, and rate continuity (Conpany Reply Brief at 5).

3. Analysis and Fi ndi ngs

As part of its filing in D P.U 89-300, NET proposed for
the first time to allow end-users to purchase intrastate swtched
access servi ces. Id. at 220. However, in D P.U 89-300, the
Departmment rejected NET's proposed changes because the Conpany
proposed to price end-user sw tched access services differently
fromcarrier swtched access services. Ild. at 222-223. In that

case, the Departnment stated that "the Conpany's failure to
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support its assunptions about the cost differences between
carrier and end-user sw tched access | eads the Departnent to
reject the proposition that sw tched access rates should vary
bet ween the two custoner groups.” Id. at 223.

Ve find that NET's proposed changes satisfy the
Departnent's concerns raised in D.P. U 89-300. Except for
certain reasonable limtations inposed for the purchase of access
services, as described above, end-users would be able to
subscribe to sw tched access services at the sane terns and
conditions as carriers. W also find that the Conpany's proposed
restrictions for end-users subscribing to sw tched access
services and carriers subscribing to exchange services are
reasonabl e. Accordingly, the Departnent finds that the Conpany's
proposed changes to the access and exchange tariffs are
reasonabl e.

D. Percent of Interstate Usage

1. Conpany Pr oposal

NET proposed to introduce requiremnments that | XCs report
their Percent of Interstate Usage ("PIU') for originating 700
access service, and nodify the audit provisions of the access
tariff by indicating that a maxi numof 12-nonths back-billing (or
credit) would result for audit findings and that custoners woul d
be liable for the audit costs if the audit showed a five percent

or nore discrepancy fromreported use (Exh. NET-1, Att. A at 14).
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The Conpany indicated that the PIU nodifications woul d not
invol ve any changes in NET's rates for access services
(BExh. NET-1, at 23).

2. Positions of the Parties

a. The Conpany

NET argues that the proposed Pl U changes for 700 access
service and the associ ated changes in audit provisions are
consistent with the present usage reporting requirenents for | XCs
for other access services, such as 800 and 900 access services
(Conpany Reply Brief at 25-26). The Conpany contends that the
proposed 700 access reporting changes al so are consistent with
the Departnent's tel ecommunications goals (  id. at 26).

b. M

M2 nmaintains that the Conpany's proposed Pl U changes have
not yet been inplenmented in NET's other jurisdictions (MJ Brief
at 7). In addition, MJ clains that at present NET's 700 access
service traffic is insignificant, accounting for only about
one-tenth of one percent of all access mnutes originating in
Massachusetts during 1992 ( id. at 8). Therefore, MJ reconmends
that the Departnent deny the proposed changes "until a need

arises to justify the cost of additional reporting requirenents”

(Ld.).
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3. Analysis and Fi ndi ngs

Based on the record, we find the Conpany's proposal to
inpl ement originating intrastate 700 access service reporting
requi renents to be reasonabl e because the proposed change woul d
make 700 access reporting requirenents consistent with the
reporting requirenments already in effect for 800 and 900 access
services. Accordingly, the Departnent approves the proposed
changes as fil ed.

E. Cellular and Pagi hg Services

1. | nt r oducti on

Radi o coomon carriers ("RCCs") ( L.e., cellular and pagi ng
conpani es) nust use NET's network facilities to transport traffic
bet ween wi rel ess custoners and tel ephone users on NET' s networKk.
Qurrently, the interconnection arrangenents between NET and RCCs
are provided under contract, with rates and charges the product
of negotiati on between NET and the RCCs (Exhs. NET-1
at 27; DPU-3). The four types of interconnection arrangenents
that NET presently provides to RCCs are:

° Type 1 interconnection, which can be either an
anal og or digital connection, provides a
trunksi de connecti on between a cellular carrier's
switch and a NET central office. Wen Type 1 is
provi ded usi ng an anal og connection, the service
is provided using a trunk equi pped with DD
service. Wien provided as a digital connection,
Type 1 uses NET's F expath Service. Type 1
i nterconnecti on can be used for either incomng
(l'andl i ne-to-nobil e) or outgoing
(nmobile-to-landline) calls (Exh. DPU1).
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° Type 2A interconnection is a trunkside connection
between a cellular carrier's switch and the
Conpany' s tandem swi tching system Type 2Ais
provided as a two-way service, simlar to Type 1
(id.).

o Type 3B interconnection, typically used by pagi ng
conpani es, is an anal og connection simlar to
Type 1 (i.e., a trunk equipped wth DD). This
type of connection is restricted to i ncom ng
calls only. Hexpath Service is used when Type
3Bis provided as a digital service ( 1d.).

° Type 3A, al so used by pagi ng conpani es as an
incomng-only service, is provided as a trunkside
connection directly to an NET end office ( id.).

2. Conpany Pr oposal

NET proposed to offer ROCs interconnection to its network
under the applicable tariff terns and conditions for D D,
Fl expat h and/ or switched access services (Exh. NET-1,
at 27-29). 4 NET stated that ROC interconnection services are
provi ded over the sane type of facilities as exchange and access
services ( id.).

3. Positions of the Parties

a. The Conpany

The Conpany maintains that the features and functions of
the services, traditionally offered under contract to cellular
and pagi ng conpani es, are conparable to sw tched access, Flexpath

and DI D services (Conpany Brief at 59). The Conpany contends

a4 See Section I1.C 3, Dgital Private Line Services, supra
regarding the pricing of Flexpath Service, Section II.C 1,
regarding DD, and Section Il.C 6, regardi ng swtched
access servi ces.
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that tariffing also is necessary since the distinctions anmong
custoners ( i.e., cellular, paging, |IXCs) have becone bl urred,
making it inpractical to treat these services differently, and to
segnent the narket by tariff or contract ( id. at 59-60). NET
maintains that its proposal is consistent with the Departnent's
goals in that it enables the Conpany to charge al
t el ecommuni cations providers for the sanme interconnection
services at the sane tariffed rates (Conpany Reply Brief at 5).
b. Tel marc

Tel marc contends that NET's proposed tariffed rates
constitute a substantial reduction fromthe rates currently
provided by contract to RCCs; therefore, Telnarc states that it
does not object to approval of this change at this time (Tel marc
Brief at 1).

4. Analysis and Findi ngs

The Departnent finds that the Conpany's proposal to charge
RCCs swi tched access and Flexpath/ DD tariffed service rates in
lieu of contract interconnection prices is consistent with the
Departnent's goal s of economc efficiency, fairness, and
sinplicity. W find that NET's proposal to nmake all terns,
rates, and conditions of interconnection to the Conpany's network
the sane for cellular and pagi ng conpanies will ensure fair and

inpartial treatnent to all RCCs. % Based on these findings, we

(continued. . .)
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approve the Conpany's proposal as fil ed.

F. dassification of Mnopoly and Conpetitive Services

1. | nt r oducti on

In D.P.U 92-100, the Department directed NET to classify
its services as either nonopoly or conpetitive, and then as
either basic or auxiliary. Id. at 63. Consequently, a
particular service may fall into one of four classifications:
basi ¢ nonopol y; basic conpetitive; auxiliary nonopoly; or
auxiliary conpetitive. Id. at 58.

Monopol y services are those which only can be provided by
NET, at least for the foreseeable future, whereas conpetitive
service may be provided by alternate neans. Id. at 59. Basic
servi ces include network conponents, such as access, sw tching,
and transport. Id. Auxiliary services are not necessary to

transmt informati on between points in the network but still

45(. .. continued) _ _
45 The federal Qmibus Budget Act of 1993 contai ned, anbng

other things, provisions for the preenption of state

regul ation of rates and nmarket entry of commercial nobile

services. W note that, as a result of that Act, the FCC

IS proposing to create a new regul atory franmework for al
nobi | e servi ces. See |nplenentation of Sections 3(n) and 332 of
t he GCommuni cations Act/Requlatory Treatnment of Mbile Services :
GN Docket No. 93-252, Notice of Proposed Rul emaking , FCC 93-454
(rel eased Cctober 8, 1993). The FCC has tentatively concl uded
that for comrercial nobile services, LEC provision of
i nterconnection and the type of interconnection provided by the
LEC are inseverable. Therefore, the FCC is proposing to preenpt
state regulation of the right to interconnect and the type of
interconnection for intrastate services. However, the FCC does
not propose to preenpt state regulation of the rates for
i nt er connecti on.
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provi de benefit. Id. at 61

The Departnent al so directed the Conpany to propose a
target rate for any service that is classified as basic nonopoly.
Ld. at 63-64.

2. Conpany Proposa

The Conpany submtted a classification of its services as
nmonopol y or conpetitive, and basic or auxiliary (Exh. NET-1,
at 44; Att. H. The Conpany stated that it used prior Departmnment
decisions as a guideline for classifying its services (Exh.
NET-1, at 45-46). The Conpany also indicated that it viewed the
classification of services as a starting point prinmarily to
provi de guidance in the pricing of new services, and that the
proposed cl assifications were not intended as a permanent
classification ( id. at 47).

3. Positions of the Parties

a. The Conpany

The Conpany argues that the classification schene is
intended only to serve as a guideline for discussion (Conpany
Reply Brief at 17-18). According to NET, the proposed
classifications reflect a current assessnent of the Conpany's
servi ces based on the Departnment’'s definitions of service
classifications and market factors ( id. at 18).

NET argues that as various market factors evol ve, service

classifications will need to be changed ( id.). The Conpany
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states that its classification is presented only as an
illustration of service classifications at a particular point in
time (id. at 18 n.19). Therefore, the Conpany believes its
classifications are reasonable at this tinme and expects that the
classifications will need to be changed over tinme ( id.).

In response to the Attorney CGeneral's allegation that the
Conpany has failed to neet its burden of proof in denonstrating a
service as conpetitive, the Conpany states that it is not
proposing to reclassify any of its services as "sufficiently
conpetitive" for rate class purposes ( id. at 17-

18).

b. The Attorney Ceneral

The Attorney CGeneral argues that the Conpany has failed to
meet its burden of proof in classifying its services as nonopol y
or conpetitive (Attorney CGeneral Brief at 39). The Attorney
Ceneral asserts that the Conpany nust submt detail ed cost
information for a service to be classified as sufficiently

conpetitive ( id. at 41, citing IntralATA Conpetition at 38). The

Attorney Ceneral asserts that the Conpany has failed to provide
the necessary information to review whether the services |isted
as either basic or auxiliary conpetitive neet the criteria for
classification ( id.).

The Attorney CGeneral argues that only two services, Centrex

and Intellidial, should remain classified as conpetitive ( id.
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at 42). % The Attorney Ceneral argues that NET's services shoul d
be classified as nonopoly until the Conpany can provide the

requi red supporting docunentation to prove that any services
other than Centrex and Intellidial are sufficiently conpetitive
(id.).

In addition, the Attorney General recomends that the
Departnent periodically reviewthe costs for sufficiently
conpetitive services to ensure that ratepayers do not subsidize
these services in the future ( id. at 43). The Attorney Ceneral
asserts the cost information for Centrex and Intellidial are
outdated, and the Conpany shoul d be required to provide updated
information showi ng that the current rates cover the cost to
provide the service ( id. at 43).

4. Analysis and Findi ngs

VW find that NET's classification of services in this
filing is in conpliance with the Departnent's directives in
D.P. U 92-100. Id. at 63-64. In that case, the Departnent
directed the Conpany to classify its services as nonopoly or
conpetitive, and basic or auxiliary, for two reasons: (1) to
serve as a guide for the pricing of new services; and (2) to

ensure that all basic nonopoly services have cost-based target

46 The Department has previously declared Centrex and
Intellidial to be sufficiently conpetitive for rate cl ass
pur poses. See NET-Centrex , D P.U 85-275/276/277 (1985);
NET-Intellidial , D P.U 88-18-A (1988).
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rates. 1d. at 58-64. Therefore, the Departnent does not
consider NET's classification of sone services as conpetitive to
be a rate group classification for determning the proper degree
and formof regul ation.

In response to the Attorney (eneral's recomrendation that
the Departnent should reviewthe costs and rates of NET's Centrex
and Intellidial services, we note that there is no evidence on
record indicating that NET's rates for these conpetitive services
are not fair and reasonable. The Departnent has established a
mechanismfor regulating the rates of sufficiently conpetitive

services ( see IntralATA Conpetition at 39), 4 and we have seen no

evidence indicating that NET is unfairly conpeting in pricing its
Centrex and Intellidial services. Therefore, we do not recognize
a need to alter our current regulation of NET's sufficiently
conpetitive services.

V. COVPLI ANCE FI LI NG AND TRANSI TI ONAL _FI LI NGS

A Conpliance Filing

When NET filed its proposed tariffs on June 14, 1993, the
Conpany requested that the rate changes be inplenented no earlier
than April 14, 1994. W find that this date will allow for

adequat e custoner notification regarding the rate |evels and

a7 In Intral ATA Gonpetition , the Department stated that if an
entire service class is determned to be sufficiently
conpetitive, it may find that prices set by the nmarket are
fair and reasonabl e. Id. at 39.
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structural changes ordered by the Departnent. Therefore, NET
shall file all rates and charges required by this Oder for
effect April 14, 1994, in a conpliance tariff to be filed no
|ater than fourteen days fromthe date of this Oder.

Because of the conplexity of the changes, and the nunber of
custoners potentially affected, adequate custoner notice is
inmportant. CQustomer notification nust, anong other things,
include the following information: (1) the increase to the
residence dial-tone line rate; (2) the decreases in the residence
and business MIS rates; (3) the decrease to the business | ocal
message rate; (4) increases in premumservice rates; and (5) the
availability of a LATA-wide calling plan for Wstern LATA
custoners. This information shall be distributed to custoners in
the formof a bill insert to be reviewd by the Departnent.

Since extensive information is provided in the white pages of its
t el ephone directories, NET shall submt to the Departnent for
revi ew and approval the sections of those directories pertinent
to any rate changes ordered herein. 1In addition, the Conpany
shall submt to the Departnent for approval its schedul e for
printing and distributing its directories.

B. Transitional Filings

As indicated in Section I.C supra, the Departnent renains
fully coomtted to the rate structure goals and cost

nmet hodol ogi es that forned the basis of the Departnent's deci sion
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in DP.U 89-300, DP.U 91-30, and D.P.U 92-100. In addition
we renmain coomtted to the tinmetable established in D P.U 92-100
for conpletion of the transitional process in two additional
filings. Thus, inits 1994 and 1995 filings, NET shall continue
to file revenue-neutral tariffs that nove rates toward target
levels. As required by the Departnent for this proceeding, the
Conpany in its 1994 filing again nust submt full supporting
docunentation for its proposed rate changes. See D.P. U 89-300,
at 50, 433-440; D.P.U 91-30, at 95; D P.U 92-100, at 80. In
addition, we also direct the Conpany to include in the next
filing a summary chart of present, proposed, and target rates for
any rate that the Conpany proposes to nodify in the filing.

V¢ note that even though we continue to require the Conpany
to file GO8S and MCS as supporting docunentation for its proposed
rate changes, the sufficiency of the Conpany's cost nethodol ogi es
has been consistently upheld for purposes of these transitional

filings.

48 The Departnent hereby places parties on notice that it wll
not allow intervenors to address through extensive
di scovery, direct and/or cross-examnation, and briefs the
i ssue of NET's cost nethodol ogi es, except to the extent a
party chal l enges NET's cost studies as not being in
conpl i ance with the nethodol ogi es established in prior
Department O ders.
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VI. ORDER

Accordingly, after due notice, hearing, and consi derati on,
itis

ORDERED: That the revisions to tariffs D P.U Mass.
Nos. 10 and 15, filed by New Engl and Tel ephone and Tel egraph

Conpany on June 14, 1993, are disallowed; and it is

FURTHER CRDERED : That New Engl and Tel ephone and Tel egr aph
Conpany shall file a new schedul e of rates and charges in
conpliance with the directives contained in this Oder for effect
April 14, 1994; and it is

FURTHER CRDERED : That New Engl and Tel ephone and Tel egr aph

Conpany shall submt its conpliance filing within fourteen days
of the date of this Oder; and it is

FURTHER CRDERED @ That with its conpliance filing, New

Engl and Tel ephone and Tel egraph Conpany shall submt supporting
docunent ati on denonstrating that such rates and charges conply
wth this Oder; and it is

FURTHER CRDERED : That New Engl and Tel ephone and Tel egr aph

Conpany shall serve, by sane or next-day delivery, a copy of the
Conpany's conpliance filing on all parties and participants to
this case who request such copy within ten days of this Oder,
and parties and participants shall have seven days fromthe date
of the filing to submt coments to the Departnment as to whet her

the Conpany's filing conplies with the Department's directives;
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and it is



D.P.U 93-125 Page 86

FURTHER CRDERED : That New Engl and Tel ephone and Tel egr aph

Conpany shall provide notice to its custoners of these changes by
nmeans of a bill insert that shall have been first reviewed and
approved by the Departnent's Tel econmuni cati ons and Consurner

D visions. The Conpany shall include said bill insert with the
first cycle of the Conpany's bills that incorporate the rates

aut hori zed by this Oder.

FURTHER CRDERED : That New Engl and Tel ephone and Tel egr aph

Conpany shall conply with all other directives contained in this
O der.

By O der of the Departnent,
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V. OONCURRING GPINTON GF GOW SSI ONER BARBARA KATES- GARN CK

Inits Oder, the Departnent granted the Conpany's request
for a 64 percent increase in the charge for residential dial-tone
line service for sone Lifeline custoners. By inplenenting this
addi tional charge w thout a correspondi ng, or any, adjustnent in
the Lifeline discount, ny fell ow Conmssioners fail to consider
fully the financial burden upon Lifeline custonmers who are | east
able to pay. | would allocate the slight additional expense
equi tably upon those residential custoners nore able to pay.

This issue creates a dilemma for ne. | amsupportive of the
broad goals of the transition towards cost-based rates, which has
been underway since 1989, and the novenent towards equalized
rates of return anong custoner classes. | also recognize that
over time conpetition pronotes efficiency and choice, both
positive outcones for consuners. However, underlying the concept
of the transition itself is the notion that inplenentation of
equal i zed rates of return nust take place gradually so that
custoners do not experience rate shock and the goal of universal
service remains intact.

Regul at ors shoul d not nake deci sions based only on econom c
t ext books. Qur policies nust be sensitive to the inpact of
actions upon all ratepayers. |In the march towards conpetition,
ny fellow commssioners, by failing in this case to take any real

action to noderate the rate inpact upon a particul ar segnent of
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| owi ncone custoners, have nade a rather harsh soci al
calculation. Although options in this case are limted, |
advocate mtigating the economc hardshi p pl aced upon Lifeline
custoners w thout unduly burdening the rest of the residential
class. !

This Order increases the rates for sone Lifeline
participants to $29.88 a year or by 64 percent. Wether one
views this increase in either percentage or dollar terns, |
submt that the result is a financial burden that coul d have been
alleviated nerely by adjusting the dial-tone rate for other
residential customers. The result would be an additional $1.56

per year for approximately 2.3 mllion |ines. 2 Al though addi ng

1 Al though the Attorney CGeneral argues that the
Departnment should require NET to spread the increase
anong all rate classes (Attorney CGeneral Brief at 7),
this argunent is somewhat conprom sed by the
Stipul ation signed between the Attorney General and
t he Conpany, which provides that an expansi on of
Lifeline and Li nk-Up ought to be offset by an
increase in residential dial-tone rates (Stipul ation
at 8).

2 The record in this case indicates that there are 151, 799
Lifeline custoners in Massachusetts (Exh. NET-5, Tracking
Reports at 34). Therefore, increasing the Lifeline nonthly
di scount by $2.00 ( i.e., enough to cover the average
nmonthly increase in the residence local unlimted rate)
wll represent an additional nmonthly cost for Lifeline of
$303, 598 ($2.00*151,799). Not including the Lifeline
participants, there are 2,336,518 residence |ines subject
to such an increase (2,488,317-151,799) (Exh. NET-1, Att. G
at 1). Dviding the additional nonthly cost by the nunber
of residence lines subject to the increase yields an
addi tional increase per residence line of $0.13 a nonth

(continued. . .)
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an additional amount to the tel ephone bills of residentia
ratepayers is certainly not an appealing situation, it eases the
burden pl aced on custoners who participate in this joint
federal/state program Therefore, with a slight additional
charge on all nenbers of a rate class, the poorest do not

shoul der an unreasonabl e burden.

Because of the uncertainty about the inpact of their
approach on tel ephone penetration rates, ny coll eagues have
ordered an extensive review of the Lifeline program 1In ny view,
this could prove to be an expensive study of dubious value. As |
have stated, ny approach would be act nowto mtigate the inpact.

As we nove into a nore conpetitive world, whether in
t el ecommuni cations or in energy, the Departnent nust bal ance the
interests of all consuners. 1In this decision, ny colleagues have
noved too far in one direction.

Respectful ly,

Bar bar a Kat es- Gar ni ck
Comm ssi oner

(...continued)
($303, 598/ 2, 336, 518), or $1.56 a year.



