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Federal-State Teamwork
Is Key To Juggling ONA Issues

PERSPECTIVE

BY ILI M. NOAM

Second Of Two Parts

‘The FCC intended Open Network Ar-
chitacture as an aid to ¢ompetition and
innovation. A fundamental direction was
that Jocal exchange companies unbundle
exchange services into discrete basic ser-
vice elements, or BSEs, that could be
bought separately and as needed by users.
Sy Hawever, apparently to prevent pure
msgon interconnection that would permit the plecemealing
and bypassing of their networks and chellenge the existing
pricing structure, the regional Bell holding es nOw
uniformly seek to establish something called BSAs, or basic
serving armangements.

BSAs contisi of two or three elements: an access link from the
intarconnsctor to the central office; basic centrad office func.
tlons: and, sometimes, trensport between central offices.

Differert types of BSAS ae offered, mnalogous 10 present
sccess-line artan , such ag cir-
cuit- and packet-pwitching service of

ivate-line circuits. By establishing

SAs the Bells in effect sidesiep an
important part of unbundling. To mix
metaphons, they unbundie the bells and
whigtles, bur ot the mest and pota.
toes. Besic switching is not considered
a BSE; only the feature add-ons are.
Thus, in order to ger 1 BSE, one firnt
needs 2 BSA, and sometimes 8 particus
lar BSA, such as & private line.

The Bell companies. according to
theic filings. may reject requested
BSEs because they are technically
infeasidle, impractical to unbundie or
{0 bill; are uneconomical to provide;
require excessive customization; of
are out of bounds under the coun-
enforced divestiture rules. In some
Bell plans s potential factor for rejec-
tion includes 8 negative revenue or
technical impact on already existing
or ntial services.

t is important to recognize just bow complicated these ques-
tions are. How finely unbundied should BSEs be? How fast
should they be deployed? Who should pry for their develop-
ment? How standardized should they be scross the country and
across customers? How custornized can they be and if so how
should the costs be distributea? Can BSE: be resold? What
should the exient of facility unbundling be, when n1 the same
time technological forces strengthen the importance of integra-
tion, such s in 1ISDN and integrated broadband petworks?

Coordination, Resolution

Unavoidably, friction will develop ini the process of develop-
ing and implementing ONA. A key elemen:. therefore, is a
sysiem of dispute resolution.

States do ot favor the Federal-Sute Joint Board arrangement
as 3 model for cooperation, because it leaves the FCC in the
drivet’s seat. Given the federa) agency's view that local ex-
change issues are part of ity traditiona® junisdiction under the
1934 Communications Act, the FCC insists on parity at the least.

An ONA coondinsting mechanism could have a form such
the following dua! tystem:

(A) An intergovernmental ONA forum of the FCC and the
siaics, A with coordinating the various jurisdictional
policy inmerests. It could, for example, establish a hierarchy of

. themelves into reponal

uniformity, by defining certsin basic functions whose national
iformity is deemed esecntia] and establishing othert where regional
or local mﬁwumﬂa‘pmm A wint (0 constitxe

{B) A private-sector ONA forum, which would include a
balanced representstion, including locat exchange carriers, en-
hanced-service providers and equipment manufacturers, as well
as telecommunications users, commercial and residential.
The T3 Committes 1s one model. This body would be responsi-
ble, in the first instance, for technical coordination. standards,
BSE definitions and dispute resolution. It would operate io a
flexible and informal fashion rather than be bound By the
raditional regulatory process. Agreements would be reviewed
by the intergovemmental ONA forum and forwarded 1o the FCC
and the states for thelr adopiion, if the respective regulatory
bodics so chose.

In those cases where the private-sector ONA forum could not
reach sgreement within a specified and fairly short period,
mandatory arbitration would govern. On issues of great impore
tance the intergovernmental ONA forum might choose 1o make
the initial determination instead of an arbitrator.

Pricing

The Bell companics seem to accept the prospect of state
regulstion of ONA pricing. On the
other hand. most enhanced-service
providers maintain that they want na-
tionally uniform rules and rates, ser-
vice definitions. interfaces, installe-
tion, even administrative proce-
dures—at least for '*standard** BSEs.

This is an understandable interest
on the part of ESPs, many of which
are fledgling firms thar desire com-
patibility and poriability around the
country. But the peed for national
vniformity in pricing of BSEs and
BSAs is not as compelling a5 for,
sy, basic protocol standardization—
as long as pricing is not used 10 ma-
nipulate the competitive envirop-
ment. It makes ne sense to have uai-
form prices of pricing rules scross the
country without regard (o local costs.
conditions of demand, altemnative of-
fenngs, technological state of the net-
work and demographic and economic
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characteristics.
No doubt, the desire for national uniformity will lead tof calls
for a federal pre-emption of conflicting state pricing regulation.

But such pre-emption will not work, because it caanot be limited
10 ONA. ft would establish prices for BSEs or BSAs that are, 2s
likely as not. different from those of comparable services pras-
ently anffed by the swates tot ntrastate use. Fhis creates the
potentisl for arbitrage and conflict, o
One can therefore have uniformity only if one pre-empts state
tariffing of most services, and not just of BSEs: in other words, if
state rate regulation is largely cut off. To do so would be an
unprecedentad challenge to federalism in telecommunications
regulation, and would be unwise in almost any respect. Further-
more, because price defermines the quantity of dgmand, taking
pricing our of states’ hands also denies thern an essential too! for
another of their traditional goals, ‘that of mssuring universal
service.
A large numbert of questions need to be resolved. Whe should
{ONA, Continued on Page 48;
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Perspective: ONA Requires Federal-State Teamwork

{ONA, Canmmfﬁo-?agcl?)
developing sd mtroduciag BSEs (and
TMCPRYCTE

mmmmommma
Sepending on market conditions? At my given tme, sonne
BSEYBSAs may face coropetitive offerings, while others
will not. Must each BSE'vBSA's revenue cover its own
©ost, or only M the aggregate? And if nol, covld then: be
cross-subsadization thet would distort competition? Con-
mmmum»msnmm
price discrimination between veers? How mach

shouid there be in the rates? Similerly, should i be possibic
for an ESP 0 obtain exclusivity to a BSE i retom for its
spociad development? Which cost definition is isod-—aver-
age, oxremental, fully distributed, somcthing clse?
Lovel Playing Ouogmire?

ONA is designed to ogualiae competitive conditions
for the broad arvay of imteroopmecting pactics, such as
ESPs, and 10 permit the Bell operating companics 1o
chuded or subjectod 80 complicated fonwe of organiza-
twooal stactare. Some of the of a BOC
“*bome frekd’'* have hoca addressed by the FOC amd the
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Bell plans, m:hdm;mequlmmledmnlmn-
dards, But other coocerns remain.
Mm“mﬁhmm:nm
marketing information in osder 0 assess demand for a
mew BSE. Thus, the ESPs could alert the Bells o
polnmnlmketoppamues (To their credit, some
have identified this possible conflict ant
bumeunbludeSEmmscpumfmmESPBOC
product managers.) And if the BOCs undestake their own
studies of the feasibilicy of BSEs, rawepayers as well as
non-affiliated ESPs must be prosocted, ax in the FOC's
“Part X7 rules, from bearing the cost of developing
mionuation that may bencfit the BOC-ESPs.

Oultook

The BOCs' Joag-range inicrest is in 3 anoothly work-
mgONAsym.ltwmldbcahlmM[onhcm
to siafl ESPs. AT&Tdnggedlufwtcnmmmng

memmimmﬁmnnwwmm
compctiton, they may be thresteoed, in a decade or two,
by a similar fate, and ther exchange operations may
Hecome arganizationally separated from their ansrois

sion functions.

Open Network Architecture is a scnslblc concept.
Moreover, ONA-type interconnection is unavoidable in
the long term, and within the historical trend of opening
the nctwork to new catrants.

In the process, the waditional centralized and hicrar-
chical system becomes wansformed into a petwoeke of
networks. Interconmection of hardware and softwane pet-
works beoomes a ceotral issue, and control over intercon-
nection a key clement of regulstory supervision. To
squecze the statcs ow of ths arca is to deny them
participation in the control of future telecommanications
structure. Yes, for states to fight the principie of open
intcroonnection is to Gt at windmills,

The complcx and mterdependent web of ONA issucs
canot be vesalved by independent actions by federal and
sade jurisdictions, and cerinly aot by pre-cption. Stacs
also may have to coordimale their policics among them-
sciven 40 avoid inconsistent wreatment of the Bell companies
apuungmﬂm;umdmm and undesirable increases in
*tariff shopping.*' What is nooded is a cotlaborative cffort,
bascd on agreed-upon institutions. To be resuli-oriemed in
secking pre-coption is extresliely short-saghted. Presdents,
conxmissioncrs and policy preferences come and go, but the
federal systean, with its balances, must continue.



