Appendix A

Two independent rate calculators were used to project the access rates charged by the ten local exchange carriers subject to price cap regulation during the first half of 2000.  The “base case” plan calculator reflects, to the extend possible, the access rules effective on 1/1/2000 found in parts 54, 61, and 69 of the Commission’s rules.  The “CALLS” plan calculator reflects, to the extent possible, modifications to parts 54, 61, and 69 of the Commission’s rules as proposed by the CALLS coalition.  The following list outlines common key assumptions made in the programming of each of the rate calculators. 

· The inputs used in both calculators were drawn from Tariff Review Plans (TRPs) filed by the carriers in December of 1999.  The inputs drawn from these filings represent charges effective beginning on January 1, 2000 and demand data for 1998.  Charges reflect average revenue per minute based upon rates effective January 1, 2000 and demand for 1998.  Charges reflect actual charges reported in the RTE-1 portion of the carrier TRPs, rather than allowable charges as reported in the CAP-1 portion of the carrier TRPs.  Base growth rates are estimated based upon historical growth rates as computed from carrier TRPs and Common Carrier Bureau Industry Analysis Division (IAD) staff estimates.  All rates, demands, and growth rates going forward are projections.

· Carriers access charges were calculated based upon the levels of aggregation selected by the companies when filing TRPs.  Because carriers are given considerable flexibility in determining what level of aggregation to use when calculating rates, actual rates may be calculated at a level of aggregation that differs from that selected when filing TRPs.  As a result, the charges projected by the access calculators may depart from those computed by carriers and reported in their TRPs.  

· Both calculators assume that carriers remove all traditional USF contributions, or “flowback”, from access rates on July 1, 2000.   Estimates of USF contributions removed from holding company access charge rates were based upon data supplied by staff of the Common Carrier Bureau’s Competitive Pricing Division (CPD).  TRP level removals were calculated based upon proportional removals of the amounts provided in the CPD holding company estimates.  For example, CPD provided estimates of the amount of  USF to be removed from the combined allowable Marketing Baskets of the Sprint companies.  In order to achieve this reduction, an equal percentage of revenues was removed from each of the Sprint TRP level Marketing Baskets.

· Both calculators assume that the annual inflation rate as measured by the fixed weight GDP-PI will be 1.95% for all years between 1999 and 2005.  The “Base Case” calculator assumes an initial inflation rate for 1998 of 1.41%.  

· Both calculators assume that carriers currently charge the maximum rates allowable under the appropriate price cap rules and continue to do so for life of the CALLS plan.  No provision is made for potential low end adjustments, increases in competition, or changes associated with pricing flexibility.

The following are key assumptions made in the programming of the “CALLS” plan rate calculator.

· For the “CALLS” plan calculator all 10 carriers currently under price cap regulation are assumed to adopt the “CALLS” plan rules.

· Access-USF is distributed to holding companies according to estimates submitted by the CALLS coalition. TRP level distributions within holding companies were calculated assuming proportional allocations based on TRP level Common Line Basket revenues as of January 1, 2000.  Following the CALLS estimates, distributions totaled $650 million each year of the plan, and allocations were held constant over time.

· The CALLS plan proposes certain benefits to carriers after average traffic sensitive (ATS) rates reach specified targets.  Targets for all carriers match those proposed in the CALLS submission except for targets for Citizens, which are set at $0.0095.

· The CALLS plan proposes a reduction in the sum of ATS and carrier common line (CCL) rates on July 1, 2000 (as measured based on 1999 demand) equal to $2.1 billion.  Staff estimates that the removal of flowback, distribution of access-USF, and X-factor targeting proposed in the CALLS, must be supplemented by a one time reduction of local switching revenue of 37% in order to achieve the approximate $2.1 billion reduction.  The CALLS calculator assumes the local switching revenues are removed prior to X-factor targeting.  Alternatively, if the local switching revenue were removed after targeting, the percentage removal necessary to achieve the $2.1 billion reduction would increase slightly. 

· All reductions in ATS revenue due to targeting are assumed to be removed proportionately from all elements included in the ATS.  Carriers, however, are given flexibility in removal and therefore may choose to reduce the rates of elements in the ATS disproportionately.  

· For carriers that are allowed to move revenue removed from the local switching element to the carrier common line basket, and who are required to reduce these extra common line revenues over time, it is assumed that ATS and extra common line revenues are reduced proportionately by targeting.  Therefore, for carriers required to reduce extra common line revenues, extra common line revenue will be eliminated at the same time ATS targets are met.

· Revenues moved by carriers from the local switching element to the common line basket are assumed to flow within the same TRP entity where they were generated to the multiline business subscriber line charge (SLC) to the extent permitted by industry caps, then to the multiline business presubscribed interexchange carrier charge (PICC) to the extent permitted by industry caps.   For carriers that are allowed to collect additional revenues, not collectable under the industry caps, from other areas within their holding company, collections are assumed to come first from the multiline business SLC in the TRP area with highest SLC to the extent permitted by industry caps, then from the multiline business PICC in the TRP area with highest SLC to the extend permitted by industry caps.  If revenues remain the carrier is assumed to collect additional revenues from the multiline business SLC in the TRP area with second highest SLC to the extent permitted by industry caps, then from the multiline business PICC in the TRP area with second highest SLC to the extend permitted by industry caps.  And so on, until all permitted revenues have been collected or all multiline business industry caps have been reached.

· Part 61 A, 48(m)(I)(i) is assumed to apply to SBC and US West.  Part 61 A, 48(m)(I)(ii) is assumed to apply to Sprint, Frontier, and Citizens.  These assumptions are based upon CPD discussions with the CALLS coalition.  IAD staff has not, based upon model results, verified qualification status.

