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INTRODUCTION

In 1982, the General Assembly, realizing that the state government had a role to play in the
development of the changing telecommunications industry to ensure that the high quality and
availability telephone services were maintained for the citizens and businesses of the
Commonwealth, established a joint subcommittee to study the changes and to make
recommendations to it. The industry at that time was beginning to shift from a traditionally
regulated monopolistic structure to an increasingly competitive market. Because of the
complexity of the issues and the continuous changes taking place, the study which was
established pursuant to House Joint Resolution No. 84 of 1982 was continued in 1983 by House
Joint Resolution No. 63, in 1984 by House Joint Resolution No. 53, and in 1985, for its last year
of study, by House Joint Resolution No. 240. House Document No. 30 of the 1984 General
Assembly summarizes the first two years of the study.

HOUSE JOINT RESOLUTION NO. 240

Continuing the joint subcommittee of the House Committee on Corporations, Insurance and
Banking and the Senate Committee on Commerce and Labor studying the effects of diverse
changes in the telecommunications industry upon the citizens and businesses of the
Commonwealth.

WHEREAS, House Joint Resolution No. 84 of the 1982 General Assembly established a joint
subcommittee to study the effects of the changes in the telecommunications industry on the
citizens and businesses of the Commonwealth; and

WHEREAS, legislation allowing competition among long distance telephone carriers for
interexchange service and providing for competition within local market areas after January 1,
1986, was recommended by the joint subcommittee and passed by the 1984 General Assembly;
and

WHEREAS, many diverse and complex changes have resulted from this legislation and
continue to be made at the national level in the telecommunications area; and

WHEREAS, although the joint subcommittee has worked diligently and has made progress in
its study, the changes that are occurring at both the state and federal levels make it necessary
to continue this study so that the joint subcommittee can continue to monitor the changes to
ensure that the citizens and businesses of the Commonwealth have efficient telephone service;
now, therefore, be it

RESOLVED by the House of Delegates, the Senate concurring, That the joint subcommittee
of the House Committee on Corporations, Insurance and Banking and the Senate Committee on
Commerce and Labor studying the effects of the diverse changes in the telecommunications
industry upon the citizens and businesses of the Commonwealth is hereby continued. The present
members of the joint subcommittee shall continue to serve, and any vacancies in the
membership shall be filled by the Speaker of the House in the case of the House members and
by the Senate Committee on Privileges and Elections in the case of Senate members; and, be it

RESOLVED FURTHER, That this study should not continue past the 1986 Session of the
General Assembly.

The joint subcommittee shall conclude its work and submit any recommendations it deems
appropriate to the 1986 Session of the General Assembly.

The costs of this study, including direct and indirect costs, are estimated to be $16,410.

Delegate Marian Van Landingham of Alexandria served as Chairperson of the joint
subcommittee. Other members of the House of Delegates appointed to serve were Lewis W.
Parker, Jr., of South Hill, Richard M. Bagley of Hampton, Gladys B. Keating of Franconia, and
Frank D. Hargrove of Glen Allen.

Senator Clive L. DuVal, 2d of McLean served as Vice-Chairperson of the joint subcommittee.
Other Senators appointed to serve were Peter K. Babalas of Norfolk and Virgil H. Goode, Jr., of
Rocky Mount.
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C. William Cramme', III, Senior Attorney and Terry Mapp Barrett, Research Associate, of the
Virginia Division of Legislative Services served as legal and research staff for the subcommittee.
Ann Howard and Barbara Hanback of the House Clerk's Office provided the administrative and
clerical staff assistance.

4



WORK OF THE SUBCOMMITTEE

During the final two years of the study, the joint subcommittee met several times to discuss
and hear testimony on the changes taking place in the telecommunications industry. In 1984,
meetings were held on April 19, July 8 and December 6, and, in 1985, on January 7, January
15, June 7, and December 4.

Throughout the course of the study the joint subcommittee heard a large amount of oral
testimony and received position papers from the following organizations: the State Corporation
Commission, the Department of Telecommunications, the Department of Public Service Taxation,
the Attorney General's Office, Chesapeake and Potomac Telephone Company, Continental
Telephone, the Virginia Telephone Association (formerly the Virginia Independent Telephone
Association), the Virginia Association of Realtors, Quality Communications, Southern Telephone
Company of Virginia, Shenandoah Telephone Company, United Inter-Mountain Company, the
Roanoke Botetourt Telephone Company, American Telephone and Telegraph, MCI, GTE Sprint,
Bell Atlantic Mobile Systems, Bell Atlantic Management Services, Inc., the Virginia Citizens
Consumer Council, the American Association of Retired Persons, and two communications
consulting firms: Carruthers, Deutsch, Garrison and Williams, Inc., and Cresap, McCormick and
Paget.

The 1984 General Assembly passed the following four pieces of legislation, copies of which
(as they appear in the 1984 Acts of Assembly) are attached to this report as Appendix 1, which
greatly affected the telecommunications industry in Virginia.

House Bill No. 189 allowed more than one radio common carrier to be certificated to
provide business in a locality if the State Corporation Commission determined that the
competition was justified by public interest. It also gave the Commission the authority to
promulgate rules and regulations for carrying out these provisions.

House Bill No. 483 allowed competition among long distance telephone carriers for
interexchange service where the Commission determined that such competition was
justified by the public interest. It also allows competition within local market areas or
local access and transport areas (latas) after January 1, 1986.

House Bill No. 484 authorized the Commission to designate a business operating a telephone
or telecommunications company as a public service corporation.

House Bill No. 870 authorized the Commission to set rates for interexchange long distance
telephone carriers on a competitive basis.

House Bill Nos. 463 and 484 had been recommended by this joint subcommittee.

The major issues discussed during the first two meetings of 1984 included the effects of the
legislative changes on the industry and on the tax revenues of the State Corporation Commission
and equal access. The joint subcommittee learned that the State Corporation Commission had
held a certification and ratemaking hearing to consider rules and regulations to implement the
changes resulting from the passage of House Bill Nos. 483 and 870. A copy of the final
regulations agreed to by the industry and the Commission appears as Appendix 2 of this report.
The Commission testified that the legislature had taken the appropriate action by recognizing the
need for competition among long distance carriers and that everyone would like for universal
long distance and local service rates to be as low as possible, yet the legislative changes would
cause long distance rates to be lower and local rates to be higher.

Regarding equal access, the Virginia Telephone Association expressed concern that some of
the small telephone companies were going to have serious problems providing equal access
because of the necessity of having to purchase new switches to provide such service and of the
large amount of depreciation on old switches still on the books. They pointed out that companies
would be "stuck" if they were unable to accelerate the old depreciation, yet if it was written off
two quickly, the companies' customers would have much higher rates. They noted that some
companies may never be able to provide it and that, for others, it may take a very long time. It
was explained, however, that technology is changing which may make competition in rural areas
more feasible as small companies may be able to network together to provide common outlets
for long distance to which larger companies could connect.

Regarding the impact of the legislative changes on the revenues to the Commission, the
subcommittee learned over the course of their three meetings in 1984 that tax collections for the
year would be approximately $5.5 million less,yet this figure did not include what would be
offset by collections from two newly certificated companies. The Commission explained that a
large portion of the shortfall was due to the loss of revenues by C&P from the leasing of
equipment that was transferred to AT&T as part of the divestiture. They explained further that
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although the state was losing revenues, the localities were uot as the loss trom the leasing did
not affect their revenues, and that overall property assessments were up despite large losses by
AT&T and C&P. Sales tax revenues on telephone purchases and rentals were providing additional
revenues to the localities. It was noted that some of the losses could be picked up by increases
in sales tax revenues from the purchase of equipment by customers, yet that many customers
would continue to lease their equipment.

The purpose of the last meeting in 1984, on December 4, was to find out how the
deregulation of long distance services was working and to determine if any modifications to the
existing law were needed. Several other issues were discussed including: the demonopolization of
pay phones, the easing of regulation of small and independent companies, the maintenance of
universal service without market service areas, Senator Emick's carry-over bill and local
measured service.

Prior to updating the subcommittee on how the deregulation was working, the Commission
reminded the members that in their 1983 report to the Commission, the consultant's had
indicated that urgent attention was needed in the areas of long distance competition and radio
common carriers and cellular providers. They pointed out that both areas were addressed during
the 1984 Session and that, although they did not know exactly how the deregulation was working,
they were monitoring it. They noted that the radio common carrier and cellular issues were
being addressed by Delegate Keating's subcommittee established pursuant to House Joint
Resolution No. 62 of the 1984 Session (report - HD 19 of 1985).

The Commission testified that its long term policy of maintaining universal service was
holding up at the local level due to the offering of an economy service ($5/month + 10.6 cents
per outgoing call) by C&P which serviced eighty percent of the state. They anticipated that other
companies were moving toward providing this type of service and indicated that local rates were
going up as a result of the AT&T divestiture and the changes in the regulation of long distance
carriers. They noted that measured service alternatives were expected to come from this and
that some people had already switched over from a flat rate to a measured alternative.

The American Association of Retired Persons and the Virginia Citizens Consumer Council
indicated their strong opposition to local measured service. The AARP testified that they oppose
it since most of their members have phones as necessities and because they feel the service will
continue to grow, resulting in flat rates being increased due to the loss of revenues from the
switchovers. The VCCC testified that they oppose four element local measured service which is
based upon the number of calls, the distance called, the time of day and the length of the call,
because it creates a hardship for low income families, the handicapped and the elderly. They
pointed out that a simple form of measured service based upon the number of calls, and
existing flat rates and economy services, are easily understood and adequate for fulftlllng the
universal service concept and, therefore, should not be replaced by the highly complicated
tour-etement local measured service.

Regarding local measured service, C&P informed the subcommittee that they feel that a
maximum number of options, sensitive to their customers' needs are necessary to maintain
universal service and that their array of options enable their customers to tailor their rates to
their use of the service. They explained that in the early 1980s four element local measured
service was introduced in five exchanges and then described the various options they offer. They
further explained that their entire rate structure is designed to recognize usage so that low users
benefit from low rates and high users benefit from the flat rate and indicated that they intend
to keep the flat rate structure. They stated that their customers are notified about the various
options and costs and are given the option to change the type of service if they are dissatisfied.

Regarding the pay phone issue, C&P testified that the Federal Communications Commission's
recent decision to permit anyone to provide pay telephones was an indication of increasing
competition. They stated that this problem was an indication of a broader problem and
encouraged the subcommittee not to take measures that were so restrictive that may have
benefits in the short-term but could hurt telephone customers in the long-term.

The State Corporation Commission pointed out that the pay phone issue also entails the
resale of service and smart building issues. They stated that a problem exists for the phone
companies when an individual installs a pay telephone on a flat rate line and collects all the
revenues.

C&P then explained that the bypass problem entails owners' of buildings subscribing to bulk
service and reselling the service to their tenants thus bypassing the telephone companies and
making money at the telephone companies' expense. They explained that this reduces their
revenues and puts upward pressure on all other rates and, in the long run, the basic customer
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would suffer because of the bypassing by large customers. The subcommittee requested
legislation addressing the pay telephone and smart building problems.

AT&T informed the subcommittee that they and all competlting carriers are required to
provide the State Corporation Commission with information on the amount of business they are
doing in the state and with operational data so that the Commission can determine the extent of
the competition that exists in the Commonwealth. Attached as Appendix 3 to this report is an
article that appeared in The Washington Post regarding the competition between long distance
carriers in the Commonwealth. AT&T stated that they must also report to C&P the minutes of
use of the system upon which they (AT&T) pay access charges (to C&P) and indicated that they
were working with the Commission to arrive at a rate for access charges that would enable
them to lower their long distance rates. AT&T pointed out that if something is not done to
reduce access charges and thus long distance rates, large companies will bypass the system,
forcing local rates up. They stated that the answer to the problem is relief in access charges,
yet noted that if C&P reduces its access charges, it will have to increase its local rates to make
up for the loss in revenues, therefore it would have to be juggled somehow.

Regarding Senator Emick's bill, Senate Bill No. 239, which permitted the State Corporation
Commission to regulate the rates telephone companies charge local governments and which was
carried over by the House Committee on Corporations, Insurance and Banking for study during
the interim, C&P testified that, until recently all localities had paid their regular tariff rates but
were now withholding a part of their payments because they felt they were being over charged.
They indicated that they would like to lower the rates for localities yet had to find some type of
balance in the competitive environment so that all needs are met and interests are balanced.

At the end of the meeting, the Virginia Telephone Association informed the subcommittee
that the issue of the streamlining of regulations for small and independent companies would be
addressed legislatively in 1985.

During the two meetings held in January, the subcommittee discussed and heard testimony
on the legislation they were considering. The first piece of legislation considered was a bill that
would lessen the regulatory load on small cooperatives by eliminating the need for hearings in
uncontested rate cases. It was explained that for cooperatives, the filing costs are often as much
as the increase in rates they are seeking therefore the increase they must request is double that
which would have been necessary without the filing. It was pointed out that the streamlining of
regulations resulting in lower costs in rate cases would benefit the members of the cooperative
who are also the owners. It was also pointed out that the bill would affect cooperatives but not
mutuals and that there is only one mutual in the Commonwealth. Attached as Appendix 4 to this
report is a copy of the bill as it appears in the 1985 Acts of Assembly that addressed this issue
which was introduced by Delegate Parker.

Regarding the resale and smart building issue, the State Corporation Commission stated that
five states have adopted legislation addressing this issue. The bill under consideration contained
permissive language giving the State Corporation Commission the discretion to consider various
tariff alternatives for the resale of local service or for the providing of pay telephone service by
a person other than the telephone company. Concern was expressed that allowing local measured
service to be charged to resellers might be "the nose under the tent." C&P pointed out that the
legislation did not mandate local measured service but allowed it to be an option as, in some
instances, it might be to the pay phone owner's advantage. They noted that smart buildings are
a more critical problem than pay telephones as, although bypass is prohibited, some companies
are working around the prohibition thus causing them to lose revenues.

The Virginia Citizens Consumer Council reiterated their concerns on local measured service
and that economy rate service be maintained and expanded throughout the state. C&P testified
that it is not going to replace the economy rate service with local measured service, but will
offer the local measured service as an option. The Virginia Association of Realtors also
expressed some concern about local measured service. It was pointed out that the Attorney
General's Office opposes four element local measured service as it is very difficult for customers
to calculate how they can save money under it or even understand it.

The subcommittee determined that legislation addressing the smart building and resale
problem, a copy of which as it appears in the 1985 Acts of Assembly appears as Appendix 5 to
this report, should be introduced in the 1985 Session. Three resolutions were also recommended,
one of which would request the State Corporation Commission to simplify the regulation of small,
investor-owned utilities (Appendix 6), one of which would express the sense of the General
Assembly that local measured service not replace message and economy rate services (Appendix
7) and one which would continue the study as changes were constantly taking place in the
marketplace and unresolved issues still existed (see first few pages of this report).
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The legislation recommended by the joint subcommittee was enacted by the 1985 General
Assembly and the study was carried over for one additional year.

Bypass, its potential and its effect on consumers and local operating companies was the
SUbject of the June 7 meeting. The subcommittee learned that bypass is a very real and highly
complicated and technical problem in Virginia therefore there was a need to minimize its
long-term impact on telephone customers. C&P presented an explanation of bypass and its impact
on Virginia consumers to the subcommittee. They stated that when large users of long distance
no longer subsidize local service, the revenue has to be recouped from somewhere and that they
plan to recoup it on a gradual basis so as to moderate the impact on all customers. They
explained that if they do not take any action, large users will bypass the system and other users
will immediately have to make up for the loss. C&P stated that they have carefully designed
their rate schedule to keep the potential losses down and residential rates as low as possible.
They noted that two percent of their customers generate fifty percent of their revenues and
pointed out that they will continue to offer economy rate service. A more detailed account of
their remarks appears as Appendix 8 to this report.

AT&T testified that long distance carriers are generally in the position to encourage bypass
but are not in the position to discourage it as large users look to them for the types of services
they provide and prices they offer. They indicated that they intend to use local operating
companies as their first source of access since they are the most economic and efficient
providers but that they were concerned that the local companies' prices do not reflect this.
AT&T stated that they believe that C&P's proposal for phasing out nonsensitive traffic charges
over the next five years is good yet pointed out that if access charges are reduced, the local
companies will have to recover their revenue requirements from local ratepayers. They
estimated that there would be a $2.40 monthly increase in phone bills for local service if the
subsidies were eliminated today. AT&T once again stressed that the key to dealing with bypass is
access charges. Other small telephone companies expressed their concerns over the bypass
problem to the subcommittee.

The Commission testified that they would like to maximize revenues from long distance
carriers for as long as they could while minimizing the threat of bypass.

The Virginia Citizens Consumer Council presented a position paper, a copy of which is
attached to this report as Appendix 9, to the subcommittee on the issue of bypass.

The final meeting of the subcommittee which was held on December 4 consisted mostly of
discussion and testimony on three issues: unsolicited computer telephone calls, local phone rates,
and federal action. At the beginning of the meeting the Chairperson, Delegate Van Landingham,
informed the other members that C&P had filed a tariff with the State Corporation Commission
reducing access charges for long distance carriers by twenty percent in each of the next five
years in an effort to forestall bypass.

Regarding the unsolicited computer telephone call issue, the subcommittee learned that
Virginia has a criminal statute that makes it a misdemeanor if the computer does not disconnect
when the person called hangs up. They also learned that in 1977 a telephone solicitation ethics
committee established a voluntary code to be used by businesses, yet not all businesses comply
with it. C&P indicated that this has been a concern of theirs for several years and that the
voluntary code has recently be revised. They pointed out that this code contains an address of a
service to whom individuals who wish to have their names removed from mass calling lists may
write. They noted, however, that this is not well known and that they will consider bill inserts to
advise their customers of this. C&P explained that the major problem is with interstate calls
which must be controlled at the federal level. The Virginia Citizens Consumer Council expressed
their concern about this problem.

The Virginia Telephone Association testified that there has been no loss of customers due to
rising local rates, in part, due to the offering of economy rate services by most local operating
companies.

Regarding recent federal actions, C&P stated that in each of the last two sessions of
Congress major legislation has been proposed but was withdrawn after the Federal
Communications Commission modified its proposal to limit access charges to one dollar and to
encourage lifeline rates. It was explained that the general consensus of Congress Is to put things
on hold because of the threat of bypass it too much of a load Is placed on the toll user and to
see how the FCC proposal works.

At the end of the meeting, Chairperson Van Landingham stated that the subcommittee would
stand prepared to consider legislation affecting shared tenant services should such legislation be
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deemed necessary as the result of a State Corporation Commission hearing on January 15. In
looking back at the four years of study, Chairperson Van Landingham stated that they had been
able to effectively anticipate the legislative changes necessitated by the changing industry, had
been able to provide a forum and to arrive at a consensus between the industry, consumer
groups and the State Corporation Commission.

Respectfully submitted,

Marian Van Landingham, Chairperson

Clive L. DuVal, 2d, Vice-Chairperson

Peter K. Babalas

Richard M. Bagley

Virgil H. Goode, Jr.

Frank Hargrove

Gladys B. Keating

Lewis W. Parker, Jr.
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APPENDIX 1[_.____.------1
CHAPTER 297

An Act to amend and reenact § 56-508.6 of the Code of Virginia. relating to the issuance
of a certificate for operation in the established service area of another radio common
carrier.

(H 189}-
Approved March 31, 1984

Be it enacted by the General Assembly of VIrginia:
1. That * 56-508.6 of the Code of Virginia is amended and reenacted as follows:

* 56-508.6. Issuance of certificate for operation in established service area of another
carrter.»- ...1. The Commission 9ftftH Ref may grant a certificate for a proposed radio common
carrier operation or extension thereof into the an c.-:itablished service area which will be in
competition with or duplication of 8:ftY ~ another certificated radio common carrier
HiHess If it shall Hffit determine tftat tfte cxistiag seffiee is inadeqHate te meet Hte
reasonable Reeds at Hte J*:tDHe afttl tftat Nte eorpopatiofl opcfating tfte same is t:tft&ble te er
t=eltises 6F neglects &ftet: fteftfln~ 6ft rcesoflBelc ft6Hee te pfO'lidc rcasofl8ely adCEIHote
seffiee find the proposed application justified by public interest. and under such terms.
limitations and restrictions as may be prescribed by the Commission .

In determining the public interest. the applicant shall demonstrate. and the Commission
shall determine. before issuing a certificate. that the applicant has the financial, managerial
and operational experience. abilities and capabilities to provide adequate service to the
public within the requested certificated areas. The applicant shall satisfy marketing, public
need. and such other public interest criteria as determined by the Commission to carry out
the provisions of this section.

B. The Commission may promulgate rules and regulations to carry out the provisions
of this section. If such rules. and regulations are promulgated, they shall include
consideration of the adverse effect on service within the Commonwealth by other
certificated carriers. and consideration 0/ any unnecessary duplication of facilities anc.

services and shall apply such rules and regulations in consideration of applications for
certificates.

C. .r'lny applicant certificated under this section shall not be allowed to begin service
until fly/arch 1. 1985.
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CHAPTER 382

An Act to amend and reenact §§ 56~1 and 56-265.4 of the Code of Virginia and to amend
the Code of Virginia by adding a section numbered 56-265.4:4, relating to public service
companies and telephone utilities under the Utilities Facility Act.

[H 4S.lJ--
Approved April 3, 1984

Be it enacted by the General Assembly of Virginia:
1. That §§ 56~1 and 56-265.4 of the Code of Virginia are amended and reenacted and that
the Code of Virginia is amended by adding a section numbered 56-265.4:4 as follows:* 56-1. Definitions.-Whenever used in any chapter under this tu.e, the following terms,
words and phrases shall have the meaning and shall include what is specified in this
section, unless the contrary plainly appears, that is to say:

The words "the Commission" shall mean the "State Corporation Commission".
The word "corporation" or "company" shall include all corporations created by acts of

the General Assembly of Virginia, or under the general incorporation laws of this State
Commonwealth , or doing business therein, and shall exclude all municipal corporations,
other political subdlvislons, and public institutions owned or controlled by the State
Common wealth .

The words "interexchange telephone service" shall mean telephone service between
points in tlovo or more exchanges, which is not classified as local exchange telephone
'("rvice.

The words "local exchange telephone service" shall mean telephone service provided in
a geographical area established for the administration of communication services and
consists 0; one or more central offices together with associated facilities which are used in
providing local exchange service. Local exchange service, as opposed to interexchange
service. consists of telecommunications between points within an exchange or between
exchanges which are within en area where customers may call at rates and charges
<pacified in local exchange tariffs filed with the Commission.

The word "person" shall include individuals, partnerships and corporations.
The words "public service corporation" or "pubtic service company" shall include gas,

pipeline, electric light, heat, power and water supply companies, sewer companies, telephone
companies. telegraph companies, and all persons authorized to transport passengers or
property as a common carrier, and shall exclude all municipal corporations, other political
subdivisions. and public institutions owned or controlled by the State Commonwealth .

The w-rd "railroad" shall include all railroad or railway lines, whether operated by
steam, electricity, or other motive power, except when otherwise specifically designated.

The words "railroad company" shall include any company, trustee or other person
owning, leasing or operating a railroad.

The word "rate" shall be considered to mean "rate charged for any service rendered
or to be rendered."

The words "rate," "charge" and "regulation" shall include joint rates, joint charges and.
joint regulations. respectively.

The words "transportation company" shall include any railroad company, any company
transporting express by railroad, and any ship or boat company.

§ 56-265.4. Certificate to operate in territory of another certificate holder.- Except as
provided in § S6~265.4:4. no certificate shall be granted to an applicant proposing to operate
in the territory of any holder of a certificate unless and until it shall be proved to the
satisfaction of the Commission that the service rendered by such certificate holder in such
territory is inadequate to the requirements of the pubtic necessity and convenience; and if
the Commission shall be of opinion that the service rendered by such certificate holder in
such territory is in any respect inadequate to the requirements of the public necessity and
convenience, such certificate holder shall be given reasonable time and opportunity to
remedy such inadequacy before any certificate shatl be granted to an applicant proposing to
operate in such territory.

§ 56-265.4:4. Certificate to operate as a telephone utility.i-A. No certificate shall be
granted to an applicant proposing to furnish local exchange telephone service in the
territory of another certificate holder unless and until it shall be proved to the satisfaction
of the Commission that the service rendered by such certificate holder in such territor)' is
inadequate to the requirements of the public necessity and convenience. If the Commission
shall be of the opinion that the service rendered by the existing certificate holder in such
territory is in any respect inadequate to the requirements of the public necessity and
convenience. that certificate holder shall be given reasonable time and opportunity to
remedv the inadequacy before an}' certificate shall be granted to an applicant proposing to
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operate in that territory.
B. The Conz!1z1ssiotl "lay. however. grant certificates to competing telephone companies

lor intcrc_\.·chafl~e servtce where it finds that such action is justified by public interest. and
is in accordance with such terms. conditions. limitations. and restrictions as may be
prescribed by the Commission for competitive telecommunications services. Any company
so certificatcd shall not be allowed to offer services within local market areas as defined
bv the State Corporation Commission or in local access and transport areas as established
under federal court order until January 1. 1986.

CHAPTER 648

An /tct to amend the Code 0/ Virginia by adding a section numbered 56-1.1. to authorize
the State Corporation Commission to designate a business as a public service
corporation,

[H 484].......---

Approved April 8. 1984

Be it enacted by the General Assembly of Virginia:
1. That the Code of Virginia is amended by adding a section numbered 56-1.1 as follows:

§ 56-1.1. Designation as public service corporation>- The State Corporation Commission
'nay designate a business enterprise operating as a telephone or telecomnlunications
compuny to be a public service corporation wizen. upon appropriate inquiry and public
hearing. the Commission determines that the enterprise is engaged in any of the public
utilit..." services described in § 56-1. However. this section shall not apply to any mutual
telephone association existing prior to January 1, 1984.

CHAPTER 721

I, ,·tet to amend and reenact §§ 56-55. 56-76 and 56-241 0/ the Code 01 Virginia and to
amend the Code 01 Virginia by adding sections numbered 56-481.1. 56-482.1 and
~76'-.J,"':!.2. relating to interexchange telephone companies; penalties.

Approved April 9, 1984

Be it enacted by the General Assembly of Virginia:
That *~ 56-55, 56-76 and 56-241 of the Code of Virginia are amended and reenacted and

.nat the Code of Virginia is amended by adding sections numbered 56·481.1, 56-482,1 and
5h-482.2 as follows:

~ 56-55. Definitions.-The term "public service company" when used in this chapter shall
mean every person. firm. corporation or association, or their lessees, trustees or receivers,
other than a muntcipa' corporation. now or hereafter engaged in business in this St&fe
Common wealth as a puotic utility and SUbject to regulation as to rates and service by the
State Corporation. Commission under the provisions 0/ Chapter 10 (§ 56-232 et seq.) of this
!/t/(! : pFe'liaea. Htat howes 'cr. the term shall not include and the provisions of this chapter
snan not be deemed to refer to common carrier railroad companies, the issuance of the
stocks and securities of which are under regulation by the Interstate Commerce Commission.

The terms "Securities" and "loan" as used in *~ 56-68 and 56-75 ; shall be construed to
embrace and include eeeft eM every obligation. written or otherwise. the issuance of, or
entry into. which is required to be approved or validated by this chapter.* 56-76. Definitions.-The term "public service company" when used in this chapter shall
mean every person, firm. corporation or association. or their lessees, trustees or receivers,
other than a rnuntct pal corporation, now or hereafter engaged in business in this Sfa.t.e
Conllnonu'oal/h as a public utility and SUbject to regulation as to rates and service by the
State Corporation Commission under the provisions 01 Chap/or 10 (§ 56-232 et seq.) 0/ this
titto : pFA','iaea, HliH however. the term shall not include and the provisions of this chapter
shall not he deemed to refer to transportation companies SUbject directly or indirectly to
the control of the Interstate Commerce Commission.
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The term "affiliated interest" when used rn trus chapter shall mean and include the
followIng:

(a) Every corporation, partnership, association, or person owning or holding directly or
indirectly ten per eetH-ttm percent or more of the voting securities of any public service
company engaged in any intrastate business in this State Cornrnon wealth . ...

(b) Every corporation. partnership, association, or person, other than those specitted In
paragraph (a) hereof, in any chain of successive ownership of ten pef eenH:tm percent or

more of voting securities, the chain beginning with the holder or holders of the voting
securities of such public service company.

(C) Every corporation, partnership, association, or person ten f)ef eenttl-m percent or
more of whose voting securities are owned by any person, corporation, partnership, or
association owning ten ftff eeftt-t:tm percent or more of the voting securities of such public
service company or by any person, corporation, association. or partnership in any such
chain of successive ownership of ten f}eF eeftt-t:tm percent or more of voting securities.

(d) Every corporation, partnership, association. or person with which such public
service company has a management or service contract.
. (e) Every corporation in which two or more of the corporate directors are common to
those of such public service company, or which is managed or supervised by the same
individual. group or corporation.

(f) Every corporation or person which the Commission may determine as a matter of
fact after investigation and hearing is actually exercising any substantial influence over the
policies and actions of such public service company even though such influence is not based
upon stockholding, stockholders, directors or officers to the extent specified in this section.

(g) Every person or corporation which the Commission may determine as a matter of
fact after investigation and hearing is actually exercising such substantial' influence over the
policies and action of such public service company in conjunction with one or more other
corporations or persons with which or whom they are so connected or related by ownership
or blood relationship or by action in concert that when taken together they are affiliated
with such public service company within the meaning of this section even though no one of
them alone is so affiliated.

But no such person or corporation shall be considered as affiliated within the meaning
of this section if such person or corporation is otherwise subject to the jurisdiction of the
Commission or such person or corporation shall not have had transactions or dealings other
than the holding of stock and the receipt of dividends thereon with such public service
company during the two-year period next preceding.* 56-241. Rates of telephone companies.-The power of the Commission over the rates of
telephone companies shall be as defined (I) by this chapter and by § 56-481 or (11) by §
56-481.1 ffi. CHopter i-5 6f HHs H-He .

§ 56-481.1, Rates. charges. and regulations for interexchange telephone servicc.s-If under
Chapter 10.1 of this title a certificate of public convenience and necessity is issued to a
telephone company to provide interexchange service. the Commission may, if it determines
that such service witt be provided Oil a competitive basis. approve rates. charges, and
regulations as it may deem appropriate lor the telephone company furnishing the
compettttve service. provided such rates, charges. and regulations are nondiscriminatory
and in the public interest. In making such determination. the Commission may consider (i)
the number of companies providing the service; (ii) the geographic availability of the
service from other companies: (iii) the qualitv of service available [rom other companies:
and (il') any other factors the Commission considers relevant to the public interest. The
Commission is authorized to promulgate any rules necessary to implement this provision:
provided that any such rules so promulgated shall be uniformly applicable to all telephone
companies that are subject to the provisions of this section.

§ 56-482.1. Reports required of interexchange telephone companies.c-Each interexchange
telephone cornpanv shall provide to the Commission in a timely manner any report or
information concerning its usage 0/ local exchange telephone services and facilities required
under the effective access charge tariffs or schedules 01 a local exchange telephone
company. The Commission shall prescribe rules and regulations to effectuate the purpose oj
this section.

§ 56~482.2. Penatties.i-Any interexchange company which willfully and hnowingly fails
to provide on time a report required bv § 56-482.1 or wiltfuliv and hnowingly understates
the \ 'olume or (\ 'pc of use of service or facilities in such report shall be liable to the local
excharu;e telephone company covered by such report. In the case 0/ an unprovided report,
the liabilitv shall be IH'O times the amount of the charges for the services and facilities as
actually used. In the case of an understated report, the liability shall be for tH'O times tho
difference between the charges for the services and facilities as actually used and the
chargcs as computcd on the basis of an understated report.
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AT RICHMOND, JUNE 29, 1984

CO~~ONWEALTB OF .VIRGINIA, ~ rel.

STATE CORPORATION COMMISSION

Ex Parte: In the matter of adopting CASE NO. PUC840017
rules governing the certification and
setting 9£ rates for inter-LATA, inter-
exchange telecommunications carriers

FINAL ORDER

By order dated May 9, 1984, the Commission invited

written comments from the public governing the granting

of certificates of public convenience and necessity and

setting of rates based upon competition for inter-LATA,

inter-exchange teleco~unications carriers pursuant to

5556-265.4:4, 56-481.1, and 56-482.1 of the Code of Virginia,

1950, as a~ended. written comments were received from

interested persons by June 5, 1984, and the C~-mission

Staff filed its reply comments on June 12, 1984. A public

hearing was held June 19, 1984, and extensive oral argument

was heard concerning the proposed rUles, the comments of

interested parties, and the reply comments of the Commission's

:Staff.

Before discussing the proposed rules, it would be

appropriate to discuss the -level playing field- concept

that per:eated the adoption of Bouse Bill No. 483 and Bouse

Bill No. 870. That s~~e concept guided the Commission's

derivation of the following rules. The General Assembly

desir~d to make the transition from regulat~d, monopoly

long distance service to competitive service in a manner

that ~as entirely fair and even-handed, showing favoritism

to neither existing carriers nor to proposed carriers.

This intent is clearly evinced in the final sentence of

S56-4S1.1: -The C~~ission is authorizec to pr~ulgate

any rules necessary to implement this provision; provided

that any such rules so promulgated shall be uniformly applicable
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to all telephone companies that are subject to the provisions

of this section (emphasis added).w The Commission has

adhered strictly to this principle. The rules that follow

give no competitive edge to any carrier. Thus, -ail ca r r Ler s

are free. to compete 'on a wlevel playing field- with no

artificial or contrived restraints or advantages.

Based upon the extensive comments submitted and the

pral ar9~ent presented at the June 19, 1984, hearing,

the C~~ission is of the opinion that the proposed rules

as published pursuant to the May 9, 1984, order should

be substantially modified in certain respects. The

modifications will be discussed in numerical sequence.

Proposed Rule 1 drew no controversy but Rule 2 was

quite controversial. The Comnission is of the opinion

that the first sentence of Rule 2, concerning who shall

receive notice of the application for a certificate, should

be changed to require that all local exchange carriers

and the Division of Consumer Counsel, Office of the Attorney

General receive notice. The most con~roversial part of

Rule 2 was the sentence which read -Applicants shall ·attest

that they will abide by the provisions of 556-265.4:4B

of the Code of Virginia and not provide intra-LATA service

unless and until the Commission certificates these Applicants

to provide that service.- The C~~ission is of the opinion

that that sentence is acceptable down through the words

·Code of Virginia- but that the r~~ainder of the sentence

should be deleted because of the qJestion raisea that the

prohibition on providing such service goes· further than

the statute's prohibition on ·offering- such 6ervice.

Insteac of the deleted language, the Co~~ission would insert

the following sentences:

Inter-exchange carriers will not be
permitted to offer intra-LATA CAlling
at this time. Incidental intra-LATA
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ca~~s ~na~-occut snall eltner be blocked,
or the local exchange companies shall
be compensated for revenues lost as
a result of such incidental intra-LATA
calls. The certificate application
of each inter-exchange carrier shall
include its plan for either blocking
or paying for such incidental calli~g.

The balance of Rule 2 as well as the entirety of Rule 3

are left unchanged.

There was no controversy as to parts (a) and (b) of

Rule 4 but substantial controversy as to parts (c) and

(d). In its reply co~~ents the C~~ission Staff had recom­

menced deleting the second sentence of the published Rule

4 (c) and had reconrnended that (d ) be mcdI fied to read as

follows:

Those applicants not capable of
originating inter-exchange messages
throughout the entire State at the
time their application is filed may
petition for a regional certificate
of public convenience and necessity,
specifying those areas the Applicant
desires to serve. The Co~~ission may
attach conditions it finc$ appropriate
to any certificate issued under 556-
265.4:4.

This modification to Rule 4(d) was acceptable to most parties.

However, the C~ission is of the opinion that Rule 4(d)

should be celeted in its entirety. It is anticipated that

carriers will be gra~ted the authority to serve throughout

the Ccr~onwealth but that the areas in which service 1s

actually proviced will not be i~pcsed by the Co~~ission

but rather by t~e forces of co=petitio~ and the percep~ions

of the carriers as to market ce~ancs that need to be met.

Bo~ever, the discretion of the C~~~ission to place conditions

upon certificates 1s fully spelled out by the first sentence

of 556-265.4:48 which states:

The Co~~ission ~ay, howeve: I grant
certificates to competing t~lephone

companies for inter-exchange service
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where it finds that such action is
justified by public, interest, and is
in accordance ~ith such terms, conditions,
limitations, and restrictions as mav
be prescribed by the Commission for

4

competitive telcommunication services.

T~e Staff's reply comments recommended rewriting Rule 4(c)

as follows:

Technical abilities shall be indicatec
by a description and map of the applicant's
owned or leased facilities within the
Co~~onwealth. An additional maD should
be filed showing the applicant's points
of presence within its proposed service
area.

The Commission adopts this change.

Rule 5 was not controversial and is adopted as proposed.

Th~ Staff's reply co~ents reco=menced deleting the

third sentence of Rule 6 which required the reporting of

held orders. This issue was not contested and the Commission

will adopt it.

The controversial part of Rule 6 was th~ require~ent

that carriers maintain their Virginia books according to

the Uniform System of Accounts. The Commission is of the

opinion that it is sufficient if such books are kept according

to generally accepted accounting principles with a proviso

that will make possible the C07~~is9ion's agsess~ent of

all taxes and the perfor~ance with of its regulatory res?Qn­

. sibilities. Accordingly, the first sentence of Rule 6

shall be rewritten as follows:

Each inter-LATA, inter-exchange carrier
annually shall file a' current financial

. r e po r t with the Ccmm i s 5 i on, s h~11 Ita i nt a i n
Virginia boo"KS, and shall maintain
such books in accordance with generally
accepted accounting principles and,
1n any event, AS 6hall be required
by the Conmission to facilltat~ its
~ssessment of all taxes and to f~cilitate

the performance of its regulatory respon­
sibilities.

The remaining sentence of Rule 6 is acceptable as written.

17



Rule 7 was not controversial, but it was suggested

that due process provisions be added to assure that affected

.carriers be given notice and a chance to be heard prior

to Commission action. Accordingly, the following sentence

shall be added to Rule 7:

·In all proceedings pursuant to this
Rule 7, the Co~ission shall give notice
to the carrier of the allegations against
it and provide the carrier with an
opportunity to be he~rd concerning
those allegations prlor to the suspension.
or revocation of the carrier's certificate
of public convenience and necessity.

Rules 8 and 9 are adopted as proposed.

Rule 10 is acceptable with due process language si~ilar

to that added to Rule 7 above. Bence, Rule 10 is modified

to read as follows:

Should the Commission ever determine,
after notice to the pUblic and any
affected inter-exchan~e carriers and
after an opportunity lS afforded for
any interested party to be heard, that
competition, although previously found
by the Commission to exist, has ceased
to exist among inter-LATA,' inter-exchange
carriers, it may, pursuant to 556-241
of the Code of V.irginia, require that
the rates of such carriers be determined
pursuant to Chapter 10 of Title 56
of the Code of Virginia.

Rule 11 as published proposed 30 cays of notice between

a carrier's filing for a rate change and its i~pl~~entation

of the cha~ge. Most of the comments directed against this

rule ~e~~ested a 14 day notice period or a· 5 day notice

period. The Co~~ission is of the opinion that if A c~rrier

has been granted the right to set rates competitively, the

marketplace shall determine what rate levels are appropriate.

Thus, we are of the opinion that the proposed rate changes

sh~ulc not be filed with the C~~~ission and should not

be subject to Cc::'u7.ission r e v i ev , A subscriber who find$
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a proposed rate change to be undesirable can seek service

from a c~petitive carrier. Bence, the text of the published

Rule 11 will be stricken and that portion of the published

Rule 12 which will be approved below shall be renumbered

as RUle-ll.

Published Rule 12 was a follow-up to published Rule 11.

It required notice be given to subscribers of proposed

.r a t e changes and .provided instructions as to how a propr:;sed

rate change could be challenged within the 30 day period

bet~een filing and impl~entation of rates. In light ~f

the deletion of published Rule 11, the bulk of published

Rule 12 can also be eliminated. However, the Ccr~ission

believes that ~ubscribers should be given notice of proposed

rate chanses in order that they can plan on absorbing the

increased rates or switching to an alternative carrier.

Thus, the first two sentences of published Rule ~2 will

be adopted and they will be renu=bered as Rule 11.

In order to let the marketplace be sole determinant

of the propriety of competitive rates, the Commission has

also chosen to delete the text of published Rule 13 which

had given the Commission the authority to examine existing

rates and determine whether or not they were unreasonably

discri~inatory or were contrary to public interest.

Published Rule 14 ~as deleted in the Staff's reply

c~ents because the q~e9tion of the protection of proprietary

infor~ation was too extensive to address in-this docket.

l·t was r ecorrae nde d that it .be addressed ?n a case by case

basis or that it be mace the sUbject of a subsequent proceeding.

This change did not ceet serious objection at the hearing

on June 19, 1984, and the Commission considers it appropriate

to delete published Rule 14.

The Staff's reply comments proposed a new Rule 14

which provided -These rules shall not apply to oomestic
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cellular radio telecom~unications carriers.- The Commission

considers this rule excluding providers of cellular telecom­

munications to be proper and accordingly will acopt it

and renumber it as Rule 12.

The rUles, as so amended, are as follows:

ROLES GOV"ER~!NG TEE CERTIFICATION OF
INTER-LATA, INTER-EXCHANGE CARRIEPS

PURPOSE

These rules are promulgated pursuant to 5556-265.4:4,
56-481.1, and 56-482.1 of the Code of virginia, 1950, as
amended, and are effective July 1, 1984.

Rule 1 - An original and fifteen (15) copies of Applications

for Certificates of Public Congenience and Necessity

shall be filed with the Clerk of the State Corporation

Commission, c/o Doc~ent Control Center, P.O.

Box 2118, Richmond, Virginia 23216, ~nd shall

contain all the information and exhibits required

herein.

Rule 2 - Notice of the application shall be given to each

existing inter-exchange carrier: the Division of

Cons~er Counsel, Office of the Attorney General;

and to each local exchange carrier, and shall

be proviced to govern=ental officials as required

by the Co~~ission in its initial order setting

the case for hearing_ Each applicant shall publish

notice in newspapers haVing general circulation

throughout the State .i n a form to be prescribed

by the Co~~ission. Applicants shall attest that

they will abide by t~e provisions of 556-265.4:4B

of the Code of Vi:~inia. Inter-exchange carrie:s

will not be per~it~€= to offer intr~-LATA calling

at this time. Inc:cental intra-LATA calls that

occur shall either be blocked, or the local exchange
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companies shall be compensated for revenues lost

as a result of such incidental intra-LATA calls.

The certificate application of each inter-exchange

carrier shall include its plan for either blocking

or paying for such incidental calling. Applicants

shall submit information which identifies the applicant

including (a) its ~ame, address and telephone, (b)

its corporate ownership, (c) t~e na~e, add~ess,

and telephone of its corporate parent or parents,

if any, (d) a list of its officers and directors

or, if Applicant is not a corporation, a list

of its principals and their directors if said

principals are corporations, and (e) the na~es,

addresses, and telephone nu=bers of its legal

counsel.

Rule 3 - Each incorporated applicant for a Cer~ificate shall

de~onstrate that it is authorized to do business

in the C~onwealth as a public service company.

Rule 4 - Applicants shall be required to show their financial,

managerial, and technical ability to render inter­

LATA, inter-exchange telecommunication service.

(al As a cini~~ require~ent, a showing of financial

ability shall be made by attaching Applicant's most

recent stoc~~older's annual report and its most

recent SEC Porm lO-K or, if the Cocpany is not

publicly traded, its most recent financial state­

ments. (b) To de~onstr~te ~anagerial eX?erience,

each applicant shall ~ttach a brief aescription

of its history of providing inter-exchange teleco~­

~unic~tion service and shall list the gcog=aphic

areas in which it has bee~ and is currently provided.

Ne.ly created companies shall list the experience

of each principal officer in order to show its

ability to provide service.
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(e) Technical a~ilitie5 shail be indicated by a

description and map of the applicant's owned

or leased facilities within the Commonwealth.

An additional map should be filed showing the

applicant's points of presence within its proposed

service area.

Rule 5 - No inter-exchange carrier shall abandon or discontinue

service", or any part thereof, established under

provisions of 556-265.4:4 except with the approval

of the Comreission, and upon such terms and conditions

as the Commission may prescribe.

Rule 6 - Each inter-LATA, inter-exchange carrier annually

shall 'file a current financial report with the

C~~ission, shall maintain Virginia books, and

shall maintain such books in accordance with

generally accepted accounting principles and,

in any event, as shall be required by the Commis­

sion to facilitate its assessment of all taxes

and to facilitate the ?erformance of its regulatory

responsibilities. Carriers shall file with the

Co~~ission on a monthly basis, a report showing

monthly usage of local exchange telephone services

and facilities as required by 5556-482.1 and

56-482.2 of the Code of Virginia.

Rule' - No carrier shall unreesonably discri~inate ~~ong

subscribers req~esting service.· Any finding of

such discri=ination aball be grounds for suspension

or revocation of the certificate of pUblic convenience

and necessity granted by the Com~ission. Excessive

subscriber cornplalnts against an inter-LATA,

inter-ex=hange ca::ier, ~hich the C~.mission

has found to be m~ritorious, may also be grounds

for suspension 0: revocation of the carrier's

certificate of public convenience and necessity.
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In all proceedings pursuant to this Rule 7, the

Commission shall give notice ~o the carrier· of

the allegations against it and provide the carrier

with an opportunity to be heard concerning those

allegations prior to the suspension or revocation

of the carrier's certificate of public convenience

and necessity.

Rule 8 - Each application for a certificate to provide

inter-exchange telecommunication service shall

include the carrier's proposed initial tariffs,

rules, regulations, terms and conditions. If

the .C~~ission finds those tariffs :easonable,

they shall be approved with the granting of the

Certificate. Any subsequent request to increase

rates shall be submitted pursuant to Chapter 10

of Title 56 of the Code of Virginia, unless the

requesting carrier has been 9rante~ authority

by the Commission to set r~tes and charges pursuant

to 556-481.1 of the Code of Virginia.

Rule 9 - Any carrier desiring to have rates based upon'

c~petitive factors shall petition the Commission

to be granted such authority pursuant to the

provision of 556-481.1 of the Code of Virginia.

Such petition may be .filed simultaneously with

the applicant's petition for a certificate of

public convenience and necessity. The Commission

shall consider the criteria set out in 556-481.1

in making any determination that inter-LATA,

inter-exchange teleco~unication service will

be provided on A competitive basis.

Rule 10 - Should the Corernisslon ever determine, after notice

to the public and any affected inter-exchange

carriers and after an opportunity is afforded for
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an~' interested party to be heard, that competition,

.although previously' found by the Commission to

exist, has ceased to exist among inter-LATA,

inter-exchange carriers, it may, pursuant to

556-241 of the Code of Virginia, require that

the rates of such carriers be determined pursuant

to Chapter 10 of Title 56 of the Code of Virginia.

Rule 11 - Carriers shall give notice of proposed rate changes

to subscribers by means of billing inserts or

publication for two consecutive weeks as display

advertising in newspapers having general circulation

in the areas served by the carrier. The notice

shall state the subscribers' existing rates, the

proposeO rates, and the percentage change between

the two.

Rule 12 - These rules shall not apply to domestic cellular

radio telec~unicationscarriers.

The Cor-~ission is further of the opinion that these'

rules should be effective concurrently with 5556-265.4:4,

·S6-481.1, and 56-482.1 of the Cod~ of Virginia, 1950 as.

amended.

Accordingly, IT IS ORDERED that the proposed rules

set forth abo~e are hereby adopted, effective July 1, 1984.

ATTES~D COPlES hereof shall be sent by the Clerk

of the Co~ission to the parties s~own on the service list

attac~ed hereto as Attac~~ent Ai to local exchange telephone

~ompanies of.the State of Virginia as shown on the seryice

list attached hereto as Attach~ent B: to the Division of

Consu=er Counsel, Office of the Attorney General, 101 Nort~

8th Street, 5th Floor, Richmond, Virginia 23219) and to

the Co~ission'! ~ivis!ons of Cc~~unications, Accounting

and F Ir.a nce , e nc r ccnoz i c Research and pe ve Lcpe en t ,
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LOCAL TELEPHON~
SERVICE AREAS.....

APPENDIX 3
~.

srer, Rivals Expanding Seroices·
THE WAS!IINGTON PQSTAT&T Rirol$,

Expanding
Their Scope

ByElizabeth Tucker
WuiNnI'Gn~ II&tr wnw

State regulatory commis­
sions have begun permitting
American Telephone &
Telegraph Co.'s smaller ri­
vals to compete with AT&T
In providing Iong'<iistanc.e
service within the same
state.

The most recent example
is V'rgmia. The State Cor­
porationCcmrraseion said it
would consider requests
from carriers such as MCI
Commurucatioas Corp. and
GTE Sprint to handle calla
(romone end of the stale to
the other.

The break-up of AT&T
on Jan. 1 divided Virginia
and the rest of the United
States into more than 150
local service areas (local'
access and transport areas,
or LATAs). While the Vir·
KlOlasuburbs of the District.
eire in one area, Richmondia
In another.

Local telephone compa­
oies:-such as the Che&a-,
peake & Telephone compa­
nies-were restricted to
providing service only wnh­
in local service areas. wh!~
AT&T was assigned to han­
dIe calls between the ar­
eas -whether Within I lta~.

or between states.
It was left to public utility'

commlS8lons to determme
whether other lonR-dialance
carnen toUid compete ~·1t~

AT&1 for servsce between
local service areas Within
stalea. Some commiMionl'
also are considenng allow-

see PHON£,011.Col.1

PHONE,From Dl"
ing compeutioo within localservice
areas.

The move by Virginia's sec is
meant to stimulate competition,
lower rates to consumers. and in­
crease revenues for local telephone
companies, which receive "access
fees" from long-distance carriers
for calls origmaung and terminating
over local telephone equipment,
said Ned Addison, the sec telecom­
munications arrector.

The Yirginia sec will not be reg­
ulating the rates that earners
charge within the state. "We want
to see how it works without any
regulation: Addison said. "If it
needs fixing, we will phase in reg­
ulation. \Ve are allowing the Iree
market to work here."

· The sec already has begun re-
· ceiving applications, including one

hom Mel. and applicationsare ex­
pected from other long-distance
carriers such as AT&T and GTE/-

· Sprint.
Addison said the sec had anoth­

er reason for opening intrastate
service to the smaller long-distance

· carriers: They were already in the
busmess,

"We know that Mel and Sprint
: were handhng some of the calls and

switching them in the District
[whne] chanelling them into Vir~in·

ia. We don't know how much. but
we know they were handlingsome,"
said Addison. At the same time. the
companies were not paYlOR. gross
receipts taxes. which are levied on
revenues before expenses are de­
ducted. he said.

Long-distance carriers switching
calls now w,1l be required to pay
sross receiptstaxes, Addl~n said.

More revenues also will be gen­
erated for the local telephone corn­
panies in Virgima as greater cut­
rate pnce competition between
long-distancecarriers increases the
volume of customer calls that must
be SWitched over their equipment,
Addisonsaid.

"The long-distance carriers­
AT&T, MCI. GTE/Sprint-will be
paying the local companies-C&P
Telephone Co. of Vlrgmia and 20
other independents-access fees
for all calls that originate or termi­
nate in their areas on a per-call ba­
sis. and also per-minute-of-use ba­
SJS," Addison said. "To the extent
that [in-state] long-distance calling
is stimulated this will generate
more revenue for the local compa­
nies." he said.

The sec's Addison said one ad­
vantage to lower rates is less incen­
tive for big business to bypass the
telephpne system with private sat ..
ellite or nucrowave systems.

Beach said Mel had been granted
authonty to SWitch calls between
but not within local service areas in
seven states-Illinois. Indiana,
Kentucky. Massacnusetts, NewJer­
sey. Oklahoma and California. In­
tenrn approval has been granted in
Minnesota, West Virginia. and
Pennsylvania,he said.

According to Beach. MCI has
received perrrussron to carry both
calls wuhm and between local ser ..
vice areas in Texas, Ohio, Florida,
New York State and Alabama. Tar­
iffs for those stales have been ap­
proved. he said. There has not been
a bnal L1t.acI810n 10 Maryland and io­
wa.
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If competition is opened up with..·
in local service areas, local tele­
phone revenues may be hurt, C&P
officials say. "It opens up the pos­
sibility that it wouldaffect local rev-

.enues . because C&P would face
some competition that it does not
now have," said a spokeswoman.

Whether long-distance carriers
might undercut local telephone
companyrates by raising their long­
distance rates "would depend on
each individual commission, and
whether they would allow long-dis­
tance carriers to set their own
rates.- she said.

"Competition within [local ser­
vice areas] could result in an up­
ward pressure on local rates which
individualcustomers pay t Of said Sam
Ford. vice president for external
affairs for Bell Atlantic. "It is not
going to make rates go down, it is
gOlOK to drive them towards their
cost," he said. adding that telephone
companies now provide local ser­
vice at half the real cost.

"The states are just now deciding
what will happen." said Genny Mo­
relli. an attorney for the National
Association of Re~ulatory Utility

-Commissioners. The cornrmssions
are tocusing on stirnulanng compe­
tition to reduce consumer rates not
on who has the lion's share of the
local service area market. she said.
She also said commissioners could
prevent excessive rate undercut­
tin~ by regulating tariffs.

The tendencv among state com­
missions in general. according to
Mel's Beach. is to retain the power
to veto tariffs hied with them. but
to begru withdrawmg tight regula­
nons whrch require hearings before
approval of tariffs.



APPENDIX 41 1
CHAPTER 405

An Act to amend and reenact §§ 56-501 and 56-502 of the Code of Virginia. and to amend
the Code 0/ Virginia by adding a section numbered 56-501.01. relating to telephone
cooperatives.

(H 1682)

Approved March 18, 1985

Be it enacted by the General Assembly of Virginia:
1. That §§ 56·501 and 56·502 of the Code of Virginia are amended and reenacted and that
the Code of Virginia is amended by adding a section numbered 56-501.01 as follows:

§ 56·501. Rates and services.- A. A cooperative formed hereunder shall be required to
furnish reasonably adequate services and facilities. SUbject to the regulations of the State
Corporation Commission, as provided in § 56-502. The charge made by any such cooperative
tor any service rendered or to be rendered, either directly or in connection therewith, shall
be nondiscriminatory, reasonable and just, and every discriminatory, unjust or unreasonable
charge for such service is prohibited and declared unlawful. Reasonable and just charges
for service within the meaning of this section shall be such charges as shall produce
sufficient revenue to pay all legal and other necessary expense incident to :

J. The operation of its system. to include maintenance cost, operating charges, interest
charges on bonds or other obligations ,. ;

2. The providing te f}F6'1itle for the liquidation of bonds or other evidences of
indebtedness , ~ pf8'1itle ;

3. The providing 0/ adequate funds to be used as working capital, as well as reasonable
reserves and funds tor making replacements ,. and &4se

4. The providing for the payment of any taxes that may be assessed against such
cooperative or its property , if Betftg the .

B. The intent and purpose ltePeef of this section is that 9tteft the charges described in
subsection A 0/ this section shall produce an income sufficient to maintain such cooperative
property in a sound physical and financial condition to render adequate and efficient
service. Any rate too low to meet the foregoing requirements shall be unlawful. The
Commission is authorized to promulgate any rules necessary to implement this provision.

§ 56-501. OJ. Rate filings.s-A. Whenever there shall be filed with the Commission a
protest or objection to any schedule stating a change of rate. toll. charge, rule and
regulation. which is filed by or on behalf of twenty or more persons subject to such rate,
toll, charge, rule and regulation, the Commission may suspend the enforcement 0/ any or
all of the proposed rates. tolls. charges, rules and regulations, for a period not exceeding
150 days from the date of filing. During the 150-day period, the Commission shall
investigate the reasonableness or justice of the proposed rates, tolls, charges. rules and
regulations and thereupon fix and order substituted therefor such rates. tolls. charges, rules
and regulations as shall be just and reasonable. Notice 01 the suspension of any proposed
rate. toll. charge. rule or regulation shall be given by the Commission to the cooperative.
prior to the expiration of the thirty days' notice to the Commission and to the public as
prescribed in subsection B 01 this section. If the proceeding has not been concluded and an
order made at the expiration of the suspension period. after notice to the Commission by
the cooperative making the filing. the proposed rates, tolls. charges. rules or regulations
shall go into effect. Where increased rates. tolls or charges are thus made effective, the
Commission shall. by order. require the cooperative to furnish a bond. to be approved by
the Commission. to refund any amounts ordered by the Commission. to keep accu.rate
accounts in detail of all amounts received by reason of such increase, and upon completion
of the hearing and decision, to order such cooperative to refund the portion 0/ such
increased rates. tolls or charges by its decision found not iustified.

B. Unless a protest or objection is filed as pro" ided in subsection A of this section,
after thirty days' notice to the Commission and to the public. any change in any rate. toll,
charge. rule and regulation of any cooperative shall be deemed approved by the
Commission. provided that such notice shall have been mailed to each customer not less
than thirty days prior to the time any such changed rate. toll, charge. rule and regulation
shall take effect.

§ 56-502. Regulation by State Corporation Commission.-Every cooperative organized
under this chapter shall be subject to the jurisdiction of the State Corporation Commission
in the same manner and to the same extent as are other similar utilities under the laws of
Virginia except that the powers of the Commission over the rates and service of
cooperatives shall be as defined by this chapter.
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APPENDIX 51 ]

CHAPTER 389

An Act to amend and reenact § 56-241.1 01 the Code of Virginia and to amend the Code of
Virginia by adding a section numbered 56-241.2. relating to the approval 01 certain
types 01 telephone rates.

(H 1314)

Approved March 18, 1985

Be it enacted by the General Assembly of Virginia:
1. That § 56-241.1 of the Code of Virginia is amended and reenacted and that the Code of
Virginia is amended by adding a section numbered 56-241.2 as follows:

§ 56-241.1. Certain types of telephone rates not to be approved.-The Commission shall
not approve any mandatory tariff for local service of any telephone company based on the
number of calls, length of call, distance or time of day, not in effect on January &fte;

Rifteteefl tntR8Fed se'leAly RiRe 1. 1979 . Pr6\Yiflea, 1l6'Ne-;er, Befffiftg Nothing contained
herein shall prohibit the Commission from approving the voluntary tariff of any telephone
company based on the number of calls, lengt~ of call, distance or time of day.

§ 56-24J.2. Approval of rates for the resale 01 telephone service.s-Notwithstanding the
provisions of § 56-241.1. the Commission may approve a mandatory tariff based only on
the number of calls for any telephone company If such tariff is limited to the rates charged
for the resale of local business service or lor the providing of coin telephone service by a
person other than the telephone company.
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APPENDIX 6

HOUSE JOINT RESOLUTION NO. 280

Requesting the State Corporation Commission to investigate the regulatory procedures for
small telephone companies.

Agreed to by the House of Delegates, February 4, 1985
Agreed to by the Senate, February 20, 1985

WHEREAS, the scheme of public utility regulation in Virginia has been fashioned
principally to address large investor-owned utilities; and

WHEREAS, a number of public utilities operating in Virginia are small investor-owned
telephone companies which serve relatively few customers; and

WHEREAS, the small telephone utilities possess characteristics dissimilar to large
investor-owned utilities; and

WHEREAS, the cost of compliance with the current scheme of regulation is
disproportionately greater for small public utilities and creates expenses that must be borne
by their customers; and

WHEREAS, small telephone utilities are exposed to annual increases in costs and
expenses. many of which are beyond their control; and

WHEREAS, such utilities will have to contend with the dynamic changes occurring In
the telephone industry, but have. limited means to promptly respond to such changes; and

WHEREAS, it is in the public interest for the regulatory process to recognize th~

particular needs of small telephone companies and their customers, to tailor the process i~i

such a manner as to reflect the size, resources and characteristics of small telephone
utilities and to provide the means for responding to the changing costs and conditions under
which they must provide service; now, therefore, be it

RESOLVED by the House of Delegates, the Senate concurring, That the State
Corporation Commission is requested to investigate and implement regulatory procedures
and methodologies for small telephone companies which will reduce the cost of regulation
for such utilities and their customers and which will allow for timely changes in rates to
meet increasing costs and other changes occurring in the telephone industry; and, be it

RESOLVED FURTHER, That the State Corporation Commission is requested to report
on its findings to the 1986 Session of the General Assembly of Virginia.
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APPENDIX 7

SENATE JOINT RESOLUTION NO. 100

Expressing the sense of the General Assembly regarding optional local telephone services.

Agreed to by the Senate, January 30, 1985
Agreed to by the House of Delegates, February 14, 1985

WHEREAS, dramatic changes are occurring in the telephone industry as a result of
advances in telecommunications technology and the divestiture of AT&T; and

WHEREAS, the restructuring of the telephone industry along competitive lines in
addition to technological advances has produced many new options for telephone users of
long-distance service but far fewer options for users of local service where service is still
provided as a monopoly; and

WHEREAS, it is in the public interest to assure that local telephone service provides as
many options for users as possible so that the needs of a wide range of consumers are met
and universal service is maintained; and

WHEREAS, the types of local residential telephone service presently and most
commonly used in the Commonwealth are (i) monthly flat rate service where the customer
pays a flat rate per month for an unlimited number of outgoing local calls; (il) untimed
message rate service where the customer pays a flat rate per month for a specified number
of calls per month plus a specified charge for each additional call per month; and (iii)
economy service where the customer pays a small flat rate for dial tone service plus a
specified charge for each outgoing local call; and

WHEREAS, such types of service are preferred by many telephone users in Virginia
because, among other things, the monthly cost of any such residential telephone service can
always be predetermined with certainty; and

WHEREAS, telephone utilities in Virginia have long sought to promote for both
residential and business use, local measured service, sometimes known as four-element local
service, the cost of which is computed on the basis of the number of local calls made, the
time duration of each local call made, the time of day each local call is made, and the
distance of each call made; and

WHEREAS, it is difficult, if not impossible, for any residential telephone user whose
service is a four-element local measured type of service to predetermine with any accuracy
the monthly cost of his or her telephone service under such an option; and

WHEREAS, § 56·241.1 of the Code of Virginia provides that the State Corporation
Commission "shall not approve any mandatory tariff for local service of any telephone
company based on the number of calls, length of call. distance or time of day not in effect
on January 1, 1979," but authorizes the Commission to approve types of local measured
service if offered on an optional or voluntary basis; and

WHEREAS, in 1984, the State Corporation Commission authorized a telephone utility
providing residential service in Virginia to offer four-element local measured service as an
option to residential users throughout the Commonwealth; and

WHEREAS, the telephone utility, in 1985, testified before the Joint Telecommunications
SUbcommittee of the General Assembly that it intended to offer four-element local measured
residential service in different areas of the Commonwealth not merely as an option but to
replace untimed message rate service and economy service, but later decided to retain such
services in addition to ortering tour-element local measured service; and

WHEREAS, it is undesirable to deprive the citizens of Virginia of access to residential
service options which are easily understood by them and the cost of Which can be readily
predetermined; now. therefore, be it

RESOLVED by the Senate, the House of Delegates concurring, That it is the sense of
the General Assembly that While four-element local measured service may be offered by
telephone utilities as options to Virginia customers. such optional service should not replace
existing service options such as untlmed message rate service and economy service.



APPENDIX 8

June 5, 1985
(Final Draft)

C&P OF VIRGINIA

PRESENTATION ON BYPASS TO THE
JOINT SUBCOMMITTEE STUDYING THE EFFECTS

OF THE CHANGES IN THE TELECOMMUNICATIONS INDUSTRY

"BYPASS AN> THE IM='ACT ON VIRGINIA CONSlI4ERS"

Chart #1 - "Bypass And The Impact On Virginia Consumers" .'

o Introduction

o The topic of bypass has received much debate at many forums. There
is much confusion about the topic and many conflicting views. The
issue of bypass has been called a "Red Herring", a "Myth", a concern
but not an immi nent thre'at, and a "800g teman" that hasn t t proved to
be real.

o The intent of this presentation is to show primarily that bypass is
an issue of concern for Virginia consumers. This presentation will:

- Put forth a definition of bypass and examine the various types of
bypass

- Briefly describe the causes of bypass
- Present the results of two analyses that demonstrate the reality

of bypass and its potential impact on Virginia consumers
- Identify some areas of corrective actions to be pursued

Charts #2 and #3 - "Communications Within The Lata" and "Accessing A Long
Distance Carrier"

o Definition

- "Bypass" typically is used to refer to the origination and/or
completion of communications by users, long distance carriers, or
other providers of communications services without the use of the
local telephone companies services or facilities. Any attempts,
however, to define "bypass" more precisely, or to distinguish
between "economic" and "uneconomic", or even "good" or "bad" forms
of Bypass defer the more important questions concerning
consequences and causes of bypass (of any variety), and the actions
which should be taken to avoid bypass.
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It is useful however, to distinguish two important types of
bypass. The following charts depict two types of bypass that
can occu r:

TYPE 1 - Communications within the LATA - This occurs entirely
with the service territory of the local exchange carrier,
replacing potentially, a wide variety of the Local
Telephone Companies services including local, toll,
private lines, etc.

TYPE 2 - Accessing a long distance carrier - This 'type replaces
the Local Telephone Company access service which provides
"access to the world" without the use of the local
facilities. Access service provides the connection from
long. distance carriers to customers and the capability to
enter long distance networks that provide communication
outside the LATA. Customers and carriers have the
ability to avoid charges for access in two ways:

o Direct fac1)ity bypass where a customer is linked to a
long distance carrier with facilities not provided by
the local telephone company. A variety of technologies
are typically used including microwave, coaxial cable,
satellite, etc.

o Service bypass, as it has been identified, occurs when
a large customer is linked to a long distance carrier
by a private line leased from the local telephone
company (as available in special access tariffed
service). Special access is directly substituted for
switched access with no difference in service. This
service allows customers to avoid excessive charges in
switched access, the access service commonly used by
customers, as we will discuss shortly.

o Another type of bypass that may occur ;s used for
communications outside the LATA - while this type
extends beyond the market area of the local exchange
carrier, along the way it replaces many of the same
components as the previous examples.

- While these descriptions are obviously simplistic, the point of
this depiction is to demonstrate that local telephone networks are
made up of several components, anyone or all of which may be
bypassed in the course of providing end-to-end services. Any
attempt by the Telephone Company to charge more than the cost of
supplying for these components of the local network will cause
consumers to seek alternatives.
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Chart #4 - "Primary Causes of Bypass"

o In order to understand the causes of bypass, a little history is
necessary. Over the years, in order to keep local telephone rates
down, state and federal regulators engaged in a compact where more
and more of the costs of local telephone service were placed in the
long distance rates. This was done to keep local rates low and
encourage universal service. However, beginning in the 1960's, the
very largest users of our long distance network began to realize
that they were paying additional costs to cover the cost of local
service. But not just large users were paying this; everyone who
uses long distance pays this additional cost when they make long
distance calls to support local telephone service. But the problem
here is this, these large users have both incentive and the
financial means to be able to abandon the use of the public
telephone network and build their own private systems.

o The cost recovery mechanism in the access charges creates an
artifical incentive for customers and carriers to seek alternative
sources so that they may avoid these additional charges. This
charge is meant to recover the fixed cost of telephone plant, more
commonly known as local 'loop costs , poles, wire and conduit. These
costs are paid by long distance carriers to the local telephone
company for every minute the local network is used in completing
long distance calls. The charge, called the carrier common line
charge, was developed by .the FCC as part of the access charge plan.
The costs of these local facilities do not change with variations in
telephone ~se. Yet, because of this cost recovery mechanism, the
prices customers and carriers pay do increase as telephone use
increases. Local telephone companies are simply not able to charge
on the basis of the cost of supplying the service. They must charge
on the basis of maintaining a subsidy to local service.

o As case in point, a large business customer typically places as many
as 6000 minutes of use a month over a single access line. The
additional charge built in access prices in Virginia is
approximately 9 cents per minute; that customer wou~d contribute
roughly $540 per line per month in excess of his own costs. This
creates a tremendous incentive for the customer to look for lower
cost alternatives.

o Recovery of these fixed costs on a usage sensitive basis encourages
heavy users to seek alternatives. These alternatives may be less
efficient and more costly but are priced below the local telephone
companies service because they are not similarily burdened with
these additional costs.
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o Nationwide Pooling - over the past half century, telephone customers
in the Northeast, Midwest and Middle Atlantic states including
Virginia have paid billions of dollars in hidden subsidies to
telephone companies in the far Southern and Western parts of the
country. Pooling is an arrangement where revenues are collected on
a nationwide basis and evenly distributed. In this arrangement, low
cost companies like C&P of Virginia and their customers, wind up
supporting higher cost companies.

The original rationale for these interregional subsidies was to
promote extension of telephone service to all Americans by partially
underwriting the cost of running new phone lines to sparsely settled
or costly-to-wire areas.

Congress embraced the public policy goal of universal tele­
phone service, but few people were fully aware of the massive
program of regional subsidies put in place to achieve it.

- The revenue for the subsidies was collected from customers as an
invisible part of long-distance charges, and distribution of the
money to companies being subsidized was handled internally by the
old Bell System.

Now, following the breakup of the Bell System, this regional revenue
sharing is coming under scrutiny. It continues to this day as a
national welfare program for phone companies even though universal
service long since has been achieved.

Under the current arrangement authorized by the Federcl Communica­
tions Commission, telephone users in the Northeast, Midwest and
Middle Atlantic states including Virginia pay an extra $70 million
per month to subsidize telephone companies in other parts of the
country.

The cost to telephone users in Virginia in 1984 of this inter­
regional subsidy came to more than S58M. That is, Virginia
consumers shipped SS8M to other parts of the country.

While we can see some benefit in public aid to small phone companies
in hard-to-reach rural areas, we find it hard to understand why
Virginia residents should subsidize phone service in Palm Beach.

These subsidies are not good for the health of today's newly
competitive telephone industry.
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The additional charge we have to collect from each phone customer
provides large businesses with yet another incentive to save
millions of long-distance dollars by bypassing the public network
and routing communications over special or private networks.

We take pride in our reputation as "low-cost" phone companies, but
our customers do not reap the benefits. Instead, we are forced to
inflate our charges to support phone companies who have little
incentive to contain their own costs.

o To sum up this discussion Bypass is a way to save money. Bypass, to
consumers, is simply a rationale economic choice to fulfill their
telecommunications needs. It is nothing sinister 'or evil. Bypass is
nothing more than competition for network services. Customers,
including long distance carriers, make economilally rational choices
and local telephone companies must provide them with economically
rational alternative or they'll go elsewhere to fulfill their needs.
The telephone companies must be allowed to use their efficiencies in
order to compete in what has become an 1ntensly competitive market.

o Next, I'll discuss the results of two bypass studies recently
completed in Virginia. The first study a large business customer
survey, examined the extent to which bypass is now occurring in
Virginia and the second entitled "Access Charging and Bypass
Adoption" quantifies revenue loss that may occur from bypass. Both
studies focus on business users. Local Telephone companies receive
a tremendous amount of revenue from very few large business
customers. 2% of C&P of Virginia's large business customers
generate approximately 50% of long distance revenues. So the
significance of their bypass activities and~the potential for
tremendous impact is fairly obvious.

Chart 115 - "Virginia Large Business Customer Survey (National Analysts)"

a An assessment of the use of competitive alternatives by Bell
Atlantic's large-business customers. These alternatives allow
customers to leave the local network.

o Designed as follow-up to 1983 survey to provide "time series" and
trend analysis. Explores alternative facilities and services:

- Current Use
- Planned Use
- Serious Consideration
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- Technology Type and Application:
o Direct Access to Long Distance Carrier
o Inter/Intra LATA
o Inter/Intra State

- Motivations For Use
- Displaced Telco Service

o Interviewed 108 large business customers from Virginia

o Alternative facilities are defined as owned facilities not provided
by the local telephone company and used for 1ntraLATA or 1nterLATA
transmission or for accessing a long distance carrier.

o Alternative services are defined as resale of intraLATA service and
shared tenant arrangements. Resale occurs when a third party leases
services or facilities to the primary user.

o Planning was defined as having "plans on the drawing board" to
implement an alternative within two years. Serious consideration
included consideration o~ implementing alternatives within the next
five years.

o Results:

- The number of privately owned alternative facilities has increased
marketly since 1983 and wi'l continue to increase

Establishments
(Increase)

~
16

l2.aS.
21

(30%)

19.aZ..
29

(38%)

l22.Q.
45

(55%)

- Use of alternative services prevelent and will continue to
increase

Establishments
(Increase)

l2a5.
25

19.aZ..
30

(20%)

l22Q.
52

(73%)

- Fully 60% of all C&P of Virginia's large business customers are
currently engaged in the use, planning and/or consideration of
alternatives

Establishments
(% of Total)

CURRENT
40

(37%)
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PLANNING
8

(7%)

CONSIDERING
17

(16%)
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- Study found significant use, plans and consideration of alterna­
tive facilities for direct access to long distance carriers and
for intraLATA transmission

FACILITIES
Direct Access
IntraLATA

CURRENT
8

29

PLANNING
4

12

CONSIDERING
14
10

- Significant amounts of traffic (40% on average) are handled by the
alternative facilities and services

TRAFFTC HANDLED BY:
Alternative Facility
Alternative Service
BOC

AVERAGE
11%
29%
60%

- Vendors are actively marketing alternatives and customers are
actively analyzing alternatives

- Cost efficient transmission capabilities are and will be the
driving force behind the decision to use alternatives

Chart #6 - "Virginia Access Charging and Bypass Adoption Study"

o Current access tariffs, as we've discussed, provide the incentive
for large customers to connect to long distance carriers with
"bypass" facilities in order to reduce costs. Alternatively, long
distance carriers can economically substitute special access for
switched access. Although such substitution does not bypass local
exchange carriers, it can substantially reduce their revenues.

o Substituting special access for switched access involves virtually
no risk and is extremely easy to carry out. Adopting bypass is also
relatively safe and trouble free. Historical analysis demonstrates
that telecorrmun;cat;ons suppliers and users have rapidly adopted
many innovations that were much riskier and more troublesome than
special access or bypass.

o The analysis projects rapid substitution of special access for
switched access over the next three years, unless switched access
rates are SUbstantially reduced. It also projects significant
adoption of bypass within five years and pervasive adoption within
10 years. If rates for special access rise substantially, rapid
adoption of bypass could occur in the next five years.
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o The revenue projections for 1990 are as follows:

1) If switched access charges are no: reduced the projects that C&P
of Virginia will lose 35% of business switched access revenue.
Most of these projected losses are due to substitution of
special access for switched access.

2) Raising all rates for special access helps very little, reducing
losses to 30%. The main effect of this policy is to drive users
of special access to bypass.

3) If C&P of Virginia were to charge only its traffic sensitive
costs for switched access not the additional c~arges we've been
discussing, revenue losses would be only nine percent of current
business switched access revenues.

o The bypass problem will worsen with time, as the costs of electro­
nics fall and customers gain greater experience with bypass.
Projected revenue losses for C&P of 51 percent by 1995 -- unless
switched access charges are significantly reduced. Bypass accounts
for almost half of these projected losses.

Chart #7 - "Virginia Bypass"

o The percentages of losses equate to the revenues presented on this
chart. These potential 'losses are substantial. $83M by 1990 and
$142M by 1995 if no corrective action is taken. These revenues
equate to a per customer access line impact of $3.21 in 1990 and
$5.24 in 1995.

Chart #8 - "Corrective Action"

o C&P of Virginia has already taken strides to ensure that these
predicted losses do not occur. The Virginia intrastate access
tariff change proposal will go a long way in minimizing the bypass
threat. The Virginia access tariff changes represent an important
step towards an economically efficient price structure. This
proposal will phase out the excessive burden in access charges over
a five year period. C&P is working to make other improvements as
well. Economic pricing through optional calling plans and other
flexible approaches will ensure customers receive a service at a
price competitive with the alternatives available in the market
place. C&P's timely responsiveness to its customers needs will
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ensure its viability in the Virginia economy and will ensure it's
ability to continue to provide telecommunications services
efficiently, at affordable rates to the consumers of Virginia.

o While the hidden subsidies in nationwide pooling may well have
provided construction of a nationwide network in an era of monopoly
it makes no sense in today's competitive environment. While the
need exists for an orderly transition today's new real1lt1es require
that each company get on an economically sound basis as quickly as
possible.

o C&P of Virginia must continue to work with its regulators to improve
and develop the flexible approaches needed to respond to customer
needs quickly and with economically efficient prices. Some of these
steps have already been taken but more is needed. Telecommunica­
tion's policies and regulations will be the major factor in shaping
the future of the local telephone companies in the competitive
telecommunications market. These will either encourage and
perpetuate artificial incentives to use alternative suppliers,
leading to the debilitation of the local telephone companies and the
abandonment of the public network, or they will guide the evolution
of a fully competitive telecommunications market, where all
participants and the public benefit.
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APPENDIX 9

June 4, 1985

TH~ BYPASS ISSUr.: Il~ TiL&HONE C0111J.WICATI01~S

The Virginia Citizens Consumer Council recognizes that increasing
competition and technical capabilities in the telecommunications industry
may stimulate efforts to bypass domi.nant common carrier networks. To
the extent that such bypass by business customers (whicb are apparently
the greatest source of exioting carrier revenue) would necessarily tend
to increase monthly bills of residential customers, some regulatory and/or
legislative preventive measures ~hould be adopted.

Such action, however, should be taken only after careful examination of
spai fie cases and trends by the Corporation Cuul.rnission and appropriate
legislative committees. Tha burden of proof should rest -with the common
carrier affected by a bypass situation to demonstrate clearly whether and
wh~: (1) such situatiun would, in fact, decrease its revenues significantly;
(2) residential rates would necessarily have to be increased to cover a
revenue shortfall; (3) the carrier's service and pricing makes bypass
economically feasible.

A stringent proof standard is necessary, we believe, to prevent a carrier
from using bypass as an unjustified excuse for seeking rate increase. It
also seems necessary in order to protect innovative communications networks,
which might eventually qualify for (or be required to certify for) common
carrier status, from being stifled in their developmental stages.

If competition in long distance telephone service proves beneficial to all
customers, competition in local service appears to offer similar potential.
It should be enccuraged on dn equitatle basis with e~isting common carriers.

Since c=.anges are rapid in the complex cOITJLUnications field, we believe
that continuous reb~l~tory and legislative monitoring and oversight are
essential to assure that all parties share equitably in responsibilities
and bene f i t s ,

(Sutmitted to the Joint Subcor.mittee Studying Effects of Changes in the
PeLeconzniruc at i on s Tndus t r-y by Paul A. Miller, ccncumer conscuni c at i on s
adv i e er , on behalf of 'The Virginia Citizens Oorisume r Council, Helen Savage,
President.)
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