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STAFF’S RESPONSE TO SPRINT AND TO

SOUTHWESTERN BELL TELEPHONE COMPANY, AND STAFF’S REPORT AND RECOMMENDATION

COMES NOW the Staff of the Missouri Public Service Commission and states:

1. In its Order Regarding Cost Allocation And Cost Recovery For State Number Pooling Trials issued December 18, 2001, the Missouri Public Service (MoPSC) Commission directed the industry to submit a proposal for recovery of carrier specific costs, including joint costs allocated to a specific carrier, no later than March 22, 2002.  The Order further directed the Staff to submit its report and recommendation regarding the industry proposal no later than April 22, 2002.  The Order directed that Staff’s report shall evaluate and present arguments supporting the position that carrier specific costs, including costs allocated to carriers, present a cost of business not requiring a special cost recovery mechanism.

2. The industry did not submit a proposal.  Sprint Communications Company, L.P. and Sprint Missouri, Inc., d/b/a Sprint (collectively Sprint) filed a response asking for an open-ended delay in the date for the industry to submit final proposals.  Southwestern Bell Telephone, L.P., d/b/a Southwestern Bell Telephone Company (SWBT) filed a motion requesting an extension of time to June 28, 2002, to file its proposal.  The Staff will separately address these two pleadings.

3. Sprint’s response submits that because pooling costs at the national level and the associated recovering mechanisms are not yet known, that the carrier specific state cost recovery procedures cannot be addressed with certainty at this time.  In the Staff’s opinion, Sprint’s response does not provide adequate justification for the requested delay.



First, as will be explained in a later paragraph, the recovery mechanisms at the national level are known.  Second, the Staff fails to see Sprint’s purported connection between the recovery of national pooling costs and the recovery of state trial pooling costs.  As noted by Sprint, the Federal Communications Commission (FCC) or Commission addressed pooling cost recovery in the Third Report and Order where it determined:
,
,

D.  Federal Cost Recovery Mechanism

24. Section 251(e)(2) of the Act requires that “[t]he cost of establishing telecommunications numbering administration arrangements and number portability shall be borne by all telecommunications carriers on a competitively neutral basis as determined by the Commission.”55  This statutory provision applies both to the costs of numbering administration and to the costs of LNP.  In the First Report and Order, the Commission established a competitively neutral federal cost recovery framework for thousands-block number pooling modeled on the LNP cost recovery framework.56  The Commission concluded that requiring carriers to bear and recover their own carrier-specific thousands-block number pooling costs is consistent with section 251(e)(2)’s 
55 47 U.S.C. § 251(e)(2).

56 First Report and Order, 15 FCC Rcd at 7662-63, 7665-67, paras. 193-94, 201-03.

competitive neutrality requirement.57  The Commission also concluded that shared industry costs, along with carrier-specific costs directly related to thousands-block number pooling, would be subject to an exclusively federal carrier-specific cost recovery mechanism to be established in a subsequent order.58  Finally, the Commission concluded that costs incurred by carriers to meet state-mandated thousands-block number pooling are intrastate costs and should be recovered under state cost recovery mechanisms.59
25.****In this Third Report and Order, we direct states implementing thousands-block number pooling under delegated authority to commence cost recovery actions for state-mandated thousands-block number pooling trials.  We applaud the efforts that state commissions have made in implementing pooling trials within their respective jurisdictions, and we believe that the costs should be covered within those jurisdictions that have enjoyed the benefits of such trials.  On the other hand, we believe that national cost recovery is appropriate when thousands-block number pooling is extended nationwide.  We also conclude that many of the costs associated with thousands-block number pooling are ordinary costs for which no additional or special recovery is appropriate.  We, therefore, establish a federal cost recovery mechanism under which price cap LECs may recover their extraordinary carrier-specific costs directly related to thousands-block number pooling through an exogenous adjustment to access charges.  Rate of return carriers will recover their costs in their interstate access charges in the ordinary course.  We permit carriers not subject to rate regulation to recover these costs in any lawful manner.  Further, because thousands-block number pooling may actually reduce network costs, in order for carriers to qualify for the exogenous adjustment to access charges that we establish here, we require them to demonstrate that pooling results in a net cost increase rather than a cost reduction.  Finally, we provide additional guidance as to how we will identify recoverable costs incurred “for the provision of” thousands-block number pooling.  
 57 Id. at 7669, para. 209.  The Commission also concluded that because carrier-specific costs not directly related to thousands-block number pooling are not costs of thousands-block number pooling implementation, they are not subject to the competitively neutral requirement of Section 251.  Accordingly, carriers are not allowed to recover such costs.  First Report and Order, 15 FCC Rcd at 7670, para. 211 (citing Telephone Number Portability Third Report and Order, 13 FCC Rcd 11701, 11724 (1998) (LNP Third Report and Order)).

58 See First Report and Order, 15 FCC Rcd at 7663, 7668-69, paras. 196, 207.

59 Id. at 7664, para. 197.
1.
Federal/State Jurisdiction

26.
To enable consumers to benefit from thousands-block number pooling as soon as feasible, the Commission granted states authority to implement thousands-block number pooling on an individual basis in advance of national implementation.60  In the First Report and Order, the Commission determined, however, that national thousands-block number pooling cost recovery could not begin until national implementation occurs.61   Accordingly, the Commission determined that states exercising delegated authority over number pooling must develop their own cost recovery mechanisms.62  Development and implementation of state cost recovery is necessary to ensure that carriers recover the costs of advance implementation of thousands-block number pooling attributable to the state jurisdiction.63  These individual cost recovery schemes will transition to the national cost recovery plan, on a forward-looking basis, when the latter becomes effective.64  Some commenters complain that no states have established cost recovery mechanisms at the state level and that states generally have been reluctant to do so.65  Some argue that state costs should be folded into national costs and all thousands-block number pooling costs should be recovered in the federal jurisdiction.66  

60 See, e.g., California Public Utilities Commission Petition for Delegation of Additional Authority Pertaining to Area Code Relief and NXX Code Conservation Measures, 14 FCC Rcd 17486, 17492, para. 14 (1999); Florida Public Service Commission Petition to FCC for Expedited Decision for Grant of Authority to Implement Number Conservation Measures,  14 FCC Rcd 17506, 17511, para. 13  (1999); Massachusetts Department of Telecommunications and Energy's Petition For Waiver of Section 52.19 to Implement Various Area Code Conservation Methods in the 508, 617, 781, and 978 Area Codes, 14 FCC Rcd 17447, 17452, para. 14 (1999); New York State Department of Public Service Petition for Additional Delegated Authority to Implement Number Conservation Measures, 14 FCC Rcd 17467, 17472, para. 13 (1999).

61 First Report and Order, 15 FCC Rcd at 7652, para. 171.
62 Id. at 7664, para. 197
63 See id. at 7652-53, 7664, paras. 171, 197.  Costs associated with state pooling trials are excluded from the federal cost recovery mechanism.  Id. at 7664, para. 197.
64 Id. at 7652, para 171.

65 See SBC Comments to First Report and Order at 3 n.8; USTA Comments to First Report and Order at 9.  But see California PUC Reply Comments to First Report and Order at 5-6; Maine PUC Reply Comments to First Report and Order at 6-7.

66 See Attachment to Letter from Pete Sywenki, Director Federal Regulatory Affairs, Sprint, to Magalie Roman Salas, Secretary, Federal Communications Commission, CC Docket No. 99-200 at 2 (filed July 25, 2001); Florida Public Service Commission Comments at 9-10; USTA Comments to First Report and Order at 9; US West Comments to First Report and Order at 3-4; Verizon Wireless Comments to First Report and Order at 27.

27.
We decline to revisit the Commission’s prior determination on this issue.67  We expressly reject SBC’s proposal to include its state pooling costs in the federal recovery mechanism;68  we believe that the entire nation should not be required to bear costs incurred for the benefit of a particular state.  In the past, the Commission has urged state commissions to follow the “road map” provided in the First Report and Order regarding cost recovery for thousands-block number pooling.69  To the extent that states were awaiting additional guidance on a specific cost recovery mechanism, they may now follow the blueprint for cost recovery that we lay out here and in our prior orders, should they so choose.  

28.*******We now direct states that have exercised delegated authority and implemented thousands‑block number pooling to likewise commence cost recovery procedures for these state‑specific costs.  We agree with BellSouth that any state that has ordered implementation of pooling in advance of the national rollout is required to implement a cost recovery scheme.70  In our orders delegating authority to the state commissions to institute thousands-block number pooling trials, we have reminded the states to ensure that the shared costs of thousands-block number pooling are borne and that the carrier-specific costs of thousands-block number pooling are recovered on a competitively neutral basis in accordance with Section 251(e)(2) of the Act.71  If, after reviewing carrier cost submissions, states determine in accordance with Section 251(e)(2) and the Commission’s analysis here and in the First Report and Order that carriers have incurred little or no recoverable carrier-specific costs directly related to state thousands-block number pooling trials (i.e., incremental costs directly attributable to thousands-block number pooling), they should make affirmative findings to that effect.
67 See First Report and Order, 15 FCC Rcd at 7664, para. 197.

68 See SBC Comments at 25 n.71, SBC Comments to First Report and Order at 3 n.8.

69 See, e.g., Petitions of Indiana Utility Regulatory Commission et al. for Delegated Authority to Implement Number Optimization Measures, 16 FCC Rcd 5474, 5484, para. 22 (2001) (Indiana Delegation Order); Petitions of the Arizona Corporation Commission, et al. for Delegated Authority to Implement Number Conservation Measures, 15 FCC Rcd 23371, 23382, para. 22 (2000) (Arizona Delegation Order).
70 See BellSouth Reply Comments at 6-7.
71 See Indiana Delegation Order, 16 FCC Rcd at 5483-84, para. 21; Arizona Delegation Order, 15 FCC Rcd at 23381-82, para. 22; First Report and Order, 15 FCC Rcd at 7652-53, para.171 and n.410.


29.
Carriers maintain that the bulk of their costs attributable to thousands-block number pooling are incurred on a regional, rather than a state-specific, level and thus they are uncertain how to allocate costs between the federal and the state jurisdiction.72  When carriers have incurred costs directly related to thousands-block number pooling at the state level prior to the implementation of national thousands-block pooling, the advancement costs of state-specific deployment should be attributed to the state jurisdiction.73  In other words, carrier-specific costs directly related to number pooling that are incurred for national implementation of thousands-block number pooling should be recoverable through the federal mechanism, but any costs attributable to advance deployment at the state level will be subject to state recovery mechanisms.  Advancement costs should be allocated among study areas according to normal accounting procedures and assigned directly to the state jurisdiction.

72 See, e.g., Letter from Kathleen B. Levitz, Vice President – Federal Regulatory, BellSouth, to Magalie Roman Salas, Secretary, Federal Communications Commission, CC Docket Nos. 96-98, 99-200 (filed June 20, 2001) (BellSouth Cost Study).

73 See Bell Atlantic Reply Comments to First Report and Order at 3-4.

As the FCC’s Third Report and Order demonstrates, the recovery, if any, of state pooling costs is separate from the recovery of national pooling costs; and state commissions should commence cost recovery procedures for state specific costs.

4.  SWBT’s motion states that there are costs associated with the state number pooling trial that have not yet been incurred.  According to SWBT’s motion, these include costs associated with cleaning up data base records that used the NPAC Release 1.4 (the software used in the state pooling trial) as SWBT migrates records to the NPAC Release 3.1 (the software scheduled for use in national pooling).  Also, SWBT has not received bills from all the vendors for the administration costs of the state pooling trial.



NeuStar has informed the Staff that it will send out bills on April 15, 2002, for its cost in administering the state pooling trials in Missouri.  While the Staff does not dispute that SWBT will need additional time  to calculate the cost of migrating to the NPAC Release 3.1, the Staff suggests that if the Commission chooses to follow the FCC’s blueprint for cost recovery, that such costs would not be recoverable.  In the Third Report and Order, the FCC determined:

3.
Identification of Costs 


42.  In the First Report and Order, the Commission determined that shared industry costs, along with other carrier-specific costs directly related to thousands-block number pooling, will be subject to a federal carrier-specific cost recovery mechanism,115 which we have now established as discussed above.  The amount and detail of the data provided in response to the Commission’s request for estimates of the costs of thousands-block number pooling, however, did not adequately reveal the amount and/or magnitude of such costs.  This made selection of the appropriate cost recovery mechanism difficult.116  Accordingly, the Commission again requested cost information.117  Ultimately, several carriers filed cost studies.118  Our preliminary review of these initial cost studies indicates that some carriers may have included costs that are inappropriate under the test for extraordinary recovery that we established in the First Report and Order.  Some of the cost items included are very similar to cost claims rejected in the LNP Tariff Investigation Orders.119  Accordingly, we briefly explain how we will identify recoverable costs incurred “for the provision of” thousands-block number pooling.  

43.
In the First Report and Order, the Commission concluded that the same strict standards applied to evaluate claimed costs of implementing LNP will also apply to thousands-block number pooling.120  Thus, under these standards, 
115 First Report and Order, 15 FCC Rcd at 7669, para. 207.

116 Id. at 7671, 7687, paras. 214, 253.

117 See Second Report and Order, 16 FCC Rcd at 379, para. 182; First Report and Order, 15 FCC Rcd at 7671, 7687, paras. 214,  253.

118 See BellSouth Cost Study; Qwest Comments at Appendix A; SBC Comments (Cost Support Data); Sprint Reply Comments (Cost Study); see also US West Comments to First Report and Order at Workpapers 1-3.
119 See Long-Term Number Portability Tariff Filings, Ameritech Operating Companies, et al., 14 FCC Rcd 11883 (1999); Long-Term Number Portability Tariff Filings, 14 FCC Rcd 11983 (1999) (collectively LNP Tariff Investigation Orders).
120 See First Report and Order, 15 FCC Rcd at 7673, paras. 218-19.

to be eligible for the extraordinary recovery we establish above, thousands-block number pooling costs must satisfy each of three criteria identified in the LNP proceedings.  First, only costs that would not have been incurred “but for” thousands-block number pooling are eligible for recovery.121  Second, only costs incurred “for the provision of” thousands-block number pooling are eligible for recovery.122  Finally, only “new” costs are eligible for recovery.123  To be eligible for extraordinary recovery, carriers’ thousands-block number pooling shared industry and carrier-specific costs directly related to thousands-block number pooling must satisfy all three of these criteria.124  Through the adoption of the LNP three-pronged test, the Commission sought both to prevent the overrecovery of thousands-block number pooling and number portability costs125 and to prevent the recovery of costs not directly related to thousands-block number pooling.126
44.
The first two criteria shall be interpreted as follows.  Only costs that were incurred “for the provision of” thousands-block number pooling are eligible for recovery through this extraordinary mechanism, but these must also be costs that would not have been incurred “but for” thousands-block number pooling.127  This means that only the demonstrably incremental costs of thousands-block number pooling may be recovered.128  The Commission adopted a narrow definition of the phrase “for the provision of” in the LNP proceedings.  The only eligible LNP costs were the “costs carriers incur specifically in the provision of number portability 
121 See id. at 7673, para. 218.
122 See id.

123 See id. at 7673, para. 219.

124 Carrier-specific costs not directly related to thousands-block number pooling implementation are not eligible for recovery.  See id. at 7670, para. 211.
125 Because changes to the network for both thousands-block number pooling and number portability are similar, and because carriers are currently recovering the costs of number portability through a separate end-user charge, carriers were directed to distinguish the costs of providing number portability from the costs of implementing thousands-block number pooling.  See id. at 7672, para. 216.

126 See id. at 7672-73, paras. 216-17.
127 See id. at 7673, para. 218.
128 See id. at 7672-75, paras. 217-24.

services, such as for the querying of calls and the porting of telephone numbers from one carrier to another.”129  Similarly, we conclude here that costs specifically incurred in the narrowly defined thousands-block pooling functions are those incurred specifically to identify, donate and receive blocks of pooled numbers, to create and populate the regional databases and carriers’ local copies of these databases, and to adapt the procedures for querying these databases and for routing calls so as to accommodate a number pooling environment.  These findings are based on our review of the filed cost studies.130
45.
As with LNP, costs that carriers incur as an “incidental consequence” of thousands-block number pooling implementation are not incurred specifically in the provision of narrowly defined thousands-block pooling functions.  Thus, costs incurred to adapt other systems to the presence of thousands-block number pooling are not incurred for the provision of thousands-block number pooling and are ineligible for recovery.131  Examples of such systems include those for maintenance, repair, billing and other functions not directly involved in the provision of thousands-block number pooling.  These systems are not part of the provisioning of thousands-block number pooling.  Similarly, costs incurred to facilitate the continued provision of other services in the presence of number pooling are an “incidental consequence” and are not eligible for recovery.  For example, database-related costs such as those involving service control points (SCPs) that support services such as third-party billing or calling card calls are not eligible even though these costs would not have been incurred but for number pooling.

46.
The third part of our test requires that thousands-block number pooling costs must also be “new” costs in order to qualify for recovery though the extraordinary mechanism.  Costs incurred prior to the implementation of thousands-block number pooling are ineligible for recovery because they are embedded investments already subject to recovery through standard mechanisms.  Thus, permitting recovery of these costs again 

129 See LNP Cost Classification Order, 13 FCC Rcd at 24501, para. 12 (citing LNP Third Report and Order, 13 FCC Rcd at 11740, para. 72).

130 See generally, BellSouth Cost Study; Qwest Comments at Appendix A; SBC Comments (Cost Support Data); Sprint Reply Comments (Cost Study).
131 See LNP Cost Classification Order, 13 FCC Rcd at 24501, para. 12 (citing LNP Third Report and Order, 13 FCC Rcd at 11740, para. 72).

through this extraordinary mechanism would amount to double recovery.132  Costs are not “new,” and thus are ineligible for extraordinary treatment as thousands-block number pooling charges, if they previously were incurred, are already being recovered under ordinary recovery mechanisms, or are already being recovered thorough the number portability end-user charge or query charge.


132 See First Report and Order, 15 FCC Rcd at 7673, para. 219; see also LNP Cost Classification Order, 13 FCC Rcd at 24503, para. 18

According to NeuStar, the national pooling administrator, NeuStar Release 3.1 will not be available in this region until June 24, 2002.  In the Staff’s opinion, the costs of cleaning up a data base to migrate records from NPAC Release 1.4 to NPAC Release 3.1 are national pooling costs incurred to populate the regional data base, or alternatively, do not meet the  definition of  costs specifically incurred in the narrowly defined thousands-block pooling functions.

5.  In the Third Report and Order, the FCC addressed the national pooling cost recovery mechanisms available at the federal level for the different types of carriers:

b.
Discussion



32. 
For the reasons discussed in the following paragraphs, we will allow but not require ILECs subject to rate-of-return or price cap regulation to recover their carrier-specific costs directly related to thousands-block number pooling implementation through existing cost recovery mechanisms of rate-of-return or price cap adjustments.  We also conclude, as with LNP, that carriers not subject to rate regulation, such as CLECs and CMRS providers, may recover their carrier-specific costs directly related to implementation of thousands-block number pooling in any lawful manner consistent with their obligations under the Act.89



33.
Characterization of Number Pooling Costs.  Despite the urging of many commenters, we resist imposing another direct charge on end-users.  In the LNP Third Report and Order, the Commission chose not to include LNP costs in access charges because LNP is not an access-related service, and instead imposed a direct end-user charge.90  The Commission therefore 
89 See LNP Third Report and Order, 13 FCC Rcd at 11774, para. 136.

90 See id., 13 FCC Rcd at 11773, para. 135.

found that recovering LNP costs through access charges would be inappropriate and would not be competitively neutral.91  With respect to thousands-block number pooling, however, we find the opposite to be true.  Although thousands-block number pooling and LNP utilize the same LRN architecture,92 we find that because they are very different types of services, different types of recovery are appropriate.
34.
We are led to the view that numbering administration is inherently access-related by the same reasoning that led us to conclude that LNP was not access-related.  LNP was an entirely new service and performed no telephone network function that would benefit ILECs.  It was implemented for the sole purpose of making it easier for subscribers to change carriers.  Numbering administration, on the other hand, is a basic telephone network function. IXCs would not be able to route calls from their subscribers without a numbering system.93  Thousands-block number pooling is thus different from LNP because it is, essentially, an enhancement of existing numbering administration procedures designed to extend the life of the existing numbering system.94  Treating pooling as an access-related service is thus entirely appropriate.  Access charges are the means by which access customers share in the costs of the telephone network,95 and all carriers and subscribers will benefit from national thousands-block number pooling to the extent that it postpones or avoids area code relief and ultimately the replacement of the existing NANP.96


35.
Characterizing pooling costs as access-related and permitting recovery of the extraordinary costs of thousands-block number pooling accordingly is consistent with the statutory mandate of competitive neutrality.  In the LNP Third Report and Order, the Commission noted that, in evaluating the 

91 See id.

92 See First Report and Order, 15 FCC Rcd at 7622, para. 117 and n.238.  The Location Routing Number (LRN) database structure, which supports LNP, is used to route calls to customers who have been assigned telephone numbers from a pool because, as with a ported number, the NPA-NXX of a pooled number no longer necessarily identifies the switch or service provider associated with the service.  The LRN is a unique ten-digit number assigned to each central office switch to identify each switch in the network for call routing purposes.  Id.

93 Carriers use telephone numbers for many other access-related services such as billing, maintenance, administration, and various forms of record keeping.

94 See Notice, 14 FCC Rcd at 10384, para. 138.  

95 See generally, 47 C.F.R. § 69.1 et seq.

96 See First Report and Order, 15 FCC Rcd at 7625, para. 122
costs and rates of telecommunications services, the Commission ordinarily applies principles of cost causation under which the purchaser of a service pays at least the incremental cost of providing that service.97  The Commission found that following ordinary cost causation principles for assigning the costs of LNP would affect the ability of carriers to compete because LNP costs arise only when subscribers change carriers.98  At least initially, the vast bulk of such changes would occur as entrants win incumbents’ customers.  Imposing the bulk of the costs of LNP on new entrants would have contradicted the purpose of the statutory requirement for LNP, which was to make telephone markets more competitive.99  For this reason, in the case of LNP, departure from ordinary cost causation principles was necessary.100
36.
In the case of thousands-block number pooling, it is not clear who is the “cost causer.”  The need for pooling results from extraordinary growth of subscribership and the provision of new services in recent years, as well as the entry of new carriers that require blocks of numbers in each rate center.101  These factors have combined to make space in the number spectrum scarce.  All carriers that provide numbers to subscribers have contributed to the number exhaust problem, regardless of whether they began using the numbers long ago or recently.  All carriers can contribute to resolving the exhaust problem by using numbers more efficiently, in part through number conservation measures such as thousands-block number pooling.  In this context, thousands-block number pooling is simply an enhancement to the previous numbering administration plan that facilitates more efficient coordination among all carriers, and thus there is no “cost causer” in the traditional sense. 



37.
Recoverable Costs.  This same reasoning informs our analysis of the kind of costs for which carriers may seek recovery.  We agree with those commenters that maintain that the costs of numbering administration are generally and appropriately treated as an ordinary cost of doing business.102  The recent growth in demand for number resources have required that ILECs and other 

97 See LNP Third Report and Order, 13 FCC Rcd at 11726-27, para. 41 (citing LNP First Report and Order, 11 FCC Rcd at 8419-20).

98 See id.

99 See id. at 11727, para. 43 (citing LNP First Report and Order, 11 FCC Rcd at 8420-21).

100 See id. at 11726-28, 11731-32, paras. 41-44, 52-53.
101 See First Report and Order 15 FCC Rcd at 7577, 7578-79, paras. 2, 5.
102 See Ad Hoc Comments at 33-34; NASUCA Comments at 32.
carriers implement number conservation and numbering management practices, for example, reusing numbers assigned to former subscribers, area code splits, and overlays.  We have considered the costs of these numbering administration measures to be ordinary LEC administrative functions that are recovered in LEC rates generally.103  Under price caps, they are usually considered normal network upgrades that do not qualify for extraordinary recovery (i.e., through an exogenous adjustment to the price cap formula). Under rate-of-return, an adjustment was granted only through the normal review process, that is, upon a showing by the carrier that it would not otherwise earn its authorized rate-of-return.  This means that, in principle, recovery of the costs of numbering administration is already provided for in LEC compensation.

38.
Thus, the rationale that supported extraordinary cost recovery for LNP implementation does not support such recovery for thousands-block number pooling.  That is, LNP was a new service that did not benefit local exchange operations, but instead made it easier for subscribers to change carriers.  In contrast, thousands-block number pooling is, in principle, an enhancement of existing numbering administration procedures, the costs of which are already being recovered through existing mechanisms.104  However, because the Commission has mandated thousands-block number pooling as a national numbering resource optimization strategy, increased costs, if any, associated with thousands-block number pooling are distinguishable from those associated with NPA relief.  Therefore, we conclude that a very narrow approach to thousands-block number pooling recovery is appropriate, and that extraordinary recovery should be granted only for extraordinary implementation costs.  Because access charges are intended to recover a portion of telephone network costs, including the extraordinary costs of number pooling and permitting recovery of these extraordinary costs in access charges as we would any other cost of administration does not constitute a subsidy, implicit or explicit.  More specific guidance as to how these extraordinary costs are to be identified is provided in section 3 below.
  (Underline added for emphasis.)

103 See Telephone Number Portability Cost Classification Proceeding, Memorandum Opinion and Order, 13 FCC Rcd 24495, 24499, para. 7 (1998) (LNP Cost Classification Order).

104 Moreover, implementation of thousands-block number pooling will enable continued growth of carriers’ subscriber base.  This, and the revenue from the additional services sold as a result, will provide some substantial recovery for numbering administration costs, including the costs of implementing thousands-block number pooling.
39.
Recovery Methodology.  Price cap carriers may recover extraordinary costs as follows.  Under the price cap rules, extraordinary cost increases that result from mandates of this Commission may result in an exogenous increase in price cap ceilings that apply to access charges.105  Thus, any appropriate adjustment for price cap carriers should be made in this manner.106  The extraordinary costs of thousands-block number pooling will be assigned to the common line basket because they are most closely associated with lines.  Because recovery for numbering administration expenses is already included in basic LEC compensation, however, LECs seeking extraordinary recovery of thousands-block number pooling costs in the form of an exogenous adjustment to their price cap formula must overcome a rebuttable presumption that no additional recovery is justified.

40. 
Moreover, in order to qualify for an exogenous upward adjustment, carriers must also demonstrate that thousands-block number pooling results in a net cost increase rather than a cost reduction.  Unlike other mandates of the Commission, thousands-block number pooling may reduce network costs.  Some commenters argued that savings associated with thousands-block number pooling are speculative or de minimus.107  Others argue that implementation of thousands-block number pooling will save substantial costs over current area code relief practices and could result in a cost savings.108  In the absence of carrier-specific evidence, we do not endorse either line of argument.  However, as the Commission has already observed, to the extent that thousands-block number pooling postpones or avoids area code relief and ultimately the replacement of the existing NANP, all carriers and subscribers will benefit.109  To qualify for an exogenous adjustment, carriers must show that costs for which extraordinary treatment is sought exceed the costs that would have been incurred had the carrier engaged in an area code split, overlay or other numbering relief that would otherwise have been required in the absence of pooling.  Only extraordinary upward costs will be subject to direct assignment to interstate access for separations purposes under the federal cost recovery mechanism we have 
105 See 47 C.F.R. § 61.45(d).
106 For rate-of-return carriers, of course, costs arising from thousands-block number pooling would be treated in the same manner as other costs in each carrier’s biennial rate adjustments.  See 47 C.F.R. § 61.39.
107 See NECA Comments at 3; SBC Comments at 25; Verizon Comments at 5.

108 See Ad Hoc Comments at 31-33; Joint Consumer Comments to First Report and Order at 42; General Services Administration Reply Comments to First Report and Order at 16-17.

109 See supra at n.96 and accompanying text (citing First Report and Order, 15 FCC Rcd at 7625, para. 122).

Established in this Order.110  That is, consistent with historical treatment ordinary costs will flow though jurisdictional separations in the normal manner.  (Underline added for emphasis.)


41. 
Because the extraordinary federal recovery mechanism is intended to recover only the initial implementation costs of thousands‑block number pooling and, as in the case of LNP, pooling will ultimately become a normal network feature recovered through existing means,112 any exogenous increase in an ILEC's permitted price cap revenues should be reversed after those initial extraordinary costs have been recovered.  Based upon our review of the carriers’ filings, the cost of thousand-block number pooling implementation is anticipated to be substantially lower than LNP implementation.  Thus, we believe the five‑year recovery period for LNP costs represents the longest reasonable period for recovering the cost of thousands‑block number pooling.  On the other hand, a one‑time charge would create an inordinate financial hardship on access customers.  We are thus required to establish some reasonable period of time, shorter than five years, over which these costs may be recovered.  Given that an ILEC's unrecovered capital investment will be subject to an 11.25 percent after-tax return, however, a longer recovery period greatly increases the total cost, while a shorter recovery period would decrease total cost by decreasing the interest expense.  ****** Accordingly, we conclude that recovery should be spread over a two-year period.  This is appropriate given the two-year national rollout period recently proposed.113  After this implementation period, thousands-block number pooling will have become a normal network function and recovery of ongoing costs will be through existing means.  Price cap carriers should file tariffs reflecting recovery through an exogenous recovery adjustment for a two-year period beginning April 2, 2002.  Setting the effective date at the beginning of the month following scheduled implementation will be administratively convenient both for carrier billing systems and for the Commission's tariff review.  Capital costs should be amortized over the recovery period.  Non-price cap carriers subject to rate regulation may include these costs in the common line category in their biennial rate adjustment.114

110 In the First Report and Order, the Commission concluded that ILECs will be able to recover qualifying costs of thousands-block number pooling through an exclusively federal cost recovery mechanism and that qualifying costs are assigned directly to the interstate jurisdiction for separations purposes.  See First Report and Order, 15 FCC Rcd at 7663-64, paras. 196-197.
111 See generally, 47 C.F.R. § 36.

112 See LNP Third Report and Order, 13 FCC Rcd at 11777, para. 144.

113 See Thousands-Block Number Pooling Public Notice.

114 Some commenters have argued that a cost recovery mechanism should be established for nonpooling carriers.  See, e.g., NECA Comments at 4-5; USTA Reply Comments to First Report and Order at 5-6.  In the LNP context, some non-LNP capable carriers have incurred costs associated with LNP database queries.  Because these carriers are not LNP-capable, they are ineligible to recover these costs under current Commission rules.  See 47 C.F.R. § 52.33.  Commenters in the instant proceeding seek to avoid being subject to similar rules that might preclude recovery for thousands-block number pooling query charges.  In areas in which thousands-block number pooling has been implemented, one database query will retrieve both LNP and thousands-block number pooling routing information.  A petition for reconsideration of the LNP Third Report and Order, which raises the issue of cost recovery for database query charges incurred by non-LNP capable carriers, is currently pending before the Commission.  See NECA Expedited Petition for Reconsideration, CC Docket No. 95-116 (filed July 29, 1998).  Because number pooling can be implemented only where LRN LNP has been deployed, see First Report and Order, 15 FCC Rcd at 7622, para. 117, and because only one database query will occur for both the LNP and pooling inquiries, this issue is appropriately resolved in the LNP proceeding rather than in this matter.


6.  The failure of all but two members of the telecommunications industry in Missouri to respond to the Commission’s December 18 Order leads to one or both of two conclusions, at least as to the rest of the industry:  either the costs of implementing the state pooling trial were de minimis or these costs were a cost of business not requiring a special cost mechanism.


The Staff asserts, even if it could be shown that the costs were not de minimis, that no special mechanism is required for their recovery.  A Missouri incumbent local exchange carrier, subject to rate-of-return regulation, may initiate a general rate case if it would not otherwise earn a reasonable rate of return.  See, §§ 392.220.2 and 392.240.1 RSMo 2000.  A Missouri incumbent local exchange carrier subject to price cap regulation – this would include both Sprint Missouri and SWBT – may include an exogenous factor in the calculation of its annual adjustment to its maximum allowable prices for exchange access and basic local telecommunications service.
  The term “exogenous factor” means a cumulative impact on a local exchange telecommunications company’s intrastate regulated revenue requirement of more than three percent, which is attributable to federal, state or local government laws, regulations or policies which change the revenue, expense or investment of the company.
  A price cap regulated carrier could possibly recover the costs of implementing the state pooling trial through 

an up to eight percent increase in its rates for nonbasic telecommunications services
.   Finally, a competitive telecommunications company may increase its rates through a ten-day tariff filing and notice to potentially affected customers.


WHEREFORE, the Staff requests the MoPSC to address the potential recovery of state pooling trial costs under the existing mechanisms described in paragraph 6 and to deny as moot SWBT’s and Sprint’s requests to extend the deadline for filing cost  recovery proposals.
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� Third Report and Order and Second Order on Reconsideration in the Matter of Numbering Resource Optimization, CC Docket No. 99-200, 96-98, adopted December 12, 2001 and released December 28, 2001, FCC 01-362 (2001).


� Id., pp. 13-16.


� Unless Noted, emphasis was in the original FCC order.


� Id., pp. 22-24.


� Id.


� Section 392.245.4 RSMo 2000.


� Id.


� Section 392.500(2) RSMo 2000.
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