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RME“DED QQP\{ AN ACT to amend Tennessee Code Annotated, Title 65, Chapter
4, Parts 1 and 2 and Title 65, Chapter 5, Part 2, relative to
the regulation of telecommunications service providers by

the public service commission.

WHEREAS, itis in the public interest and the interest of Tennessee consumers to
permit competition in the telecommunications services market; and

WHEREAS, competition among providers should be made fair by requiring that all *
regulation be applied impartially and without discrimination to each; and

WHEREAS, just and reasonable rates can be assured without use of cumbersome rate
base-rate of return methods; and

WHEREAS, universally affordable basic telephone service shouid be preserved; now,
therefore, .
BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF TENNESSEE:

SECJION 1. Tennessee Code Annotated, Section 65-4-101(a), is amended by adding

-public utifity that of:fers or

ervice, telephon ice, telegraph service,

the following new langd

\§ (c) “Telecommunications servi
s provides any two-way comﬁWn
k/"’ paging service‘:wmu ications service similar to such services.

é SECTION ennessee Code Annotated, Section 65-4-201, is amended by

esig g the existing language as subsection {(a) and by adding a new subsection (b) as

follows:

T T —TT
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) In awarding certificates to telecommunications service providers, the

cgmmission shall impose impartially and without discrimination the same requiremen

€
n each telecommunications service provider, and the commission shall not im7a
hat is

any requigement, grant any privilege, or establish any condition for one providef t

not also impartially imposed, granted or established for all other providers,
nnessee Code Annotated, Section 65-4-203, is amengjéby adding
/

SECTION 3.
J

the fqllowing new subsectjon (¢):

subsectjon (b):
(b} In exercising its powgrs under subsection (a), the commission shali not

requirement that is not also

mpose on a telecommunicatjons service provider an
out discrimination on everj\other telecommunications

imposed impartially and

service provider.
SECTION 6. Tennesgee Code Annotated, Title 65, Chapter §, Part 2, is amended by

adding the following new Janguage as Section 65-5-207:
(a) Justand reasonable rates for telecommunications ser\jces may be set

without use of traditional rate base-rate of retum principles.

(b) /The commission shall prescribe for telecommunications service providers a
formula ffr setting just and reasonable rates that is based on a general measurement

*00197592*



inflation for the United State economy and that establishes the maximum rates a
service-provider may-charge for its- senvicas. For PUIROSRS.

estab 'shingihe formula, all existing rates, terms and conditions for the servi;és

provided on February 1, 1985, by telecommunications service provider_s,a"é deemed
just and reysonable, and those rates shall be the initial rates on erich'the formuia is
based. The foymula shall be adjusted annually to reflect the ra,te/é:f inflation for the
United States. A\lelecommunications service provider ma_y,adjust its prices only so

long as its aggregath prices do not exceed the maximqmjestablished by the formula.

The formula shall be applied impartially and with0u}discﬁmination to each

telecommunications servidg provider, unless a tefecommunications service provider
/
elects to have its rates set u Qj traditional r/afe base-rate of retum principles.

(¢) Nothing in this part $pall be cgrétrued to prevent a public utility from electing

to have its rates set using traditional ;a(e base-rate of return principles.

Semazc A"V\ Uo, o

ECTION 7. Tennessee Code A?o ted, Title 65, Chapter 5, Part 2, is amended by

adding tke following new language as /; vction 5-5-208:
(a) The commission, fter notice av opportunity for hearing, may find that the
phblic interest is served by, zempting a telecimmunications service or group of
rvices from all or a poytion of the requiremen‘tg of this part. Upon making such a

inding, the commissigh may exempt telecommunications service providers from such

requirements as appropriate.
(b) Any oyder issued pursuant to subsection (&) shall apply impartially and

without discrimihation to each telecommunications servicg provider who provides the

subject servife or a functionally equivalent service.
SECTION B. Tennessee Code Annotated, Title 65, Chapter 5,¥art 2, is amended by
ing the follojing new language as Section 6§5-5-209:

Except as provided in Section 65-5-208 and as may be necessary to fund

univgrsally affordable basic telephone service, the commission, in exercising its powers

3. *00197592°



e

nave junsdiction to Inyestgate ana near all dispules ansing unaer Secuuns oa-4-
201(b), 65-4-2p87b), 65-4-207(b), 65-5-207, 65-5-208, and 65-5-209.
SECTI 10. This act shall take effect upon becoming a law, the public welfare

requirin

SECTION 1. Tennessee Code Annotated, Title 65, Chapter 4, is amended by

adding the folloWwNpg as a new appropriately designated section:

65-4- . “Reclaration Of Telecommunications Services Polic:}é General

Assembly declares that it 5 in the public interest and the interest of? essee CONsumers

to permit and foster competitiog in telecommunications service markets without

unreasonable prejudice or disadvarntage to any provider and t

rovide for alternative forms
of regulation.to accomplish these purpdges. In facilitatingsthe change to a competitive
telecommunications service market, the Gégeral Assgfmbly finds that universal Basic Local

Exchange Telephone Service shall be preserve d rates charged to residential customer,

for essential telecommunications servicas? in affordable.
SECTION 2. Tennessee Code AnpOtated, Sectidg 65-4-101 is amended by addin

the words and punctuation "telecompfunications services,"getween the comma followin

the word "telegraph™ and the woglls "or any other like system.

SECTION 3. Tennessgé Code Annotated, Section 65-4-101\is amended by addihg

/1

fhe following new language as Subsections (c}, (d), (e), (f}, {g}, and (h}!

{c) "Telecommfnications Service Provider" means any certificated ifdjvidual,

entity, or Incumbend Local Exchange Telephone Company that offers or provides for hire

any telecommunications service, telephone service, telegraph service, paging service, or |
e ;
/
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Current Business, or its’successor.

(e} “Corgpeting Telecommunications Service Provider” mea !any individual or
entity that offers provides any two-way communications serv'Z, telephone service,
telegraph service, paging service, or communications service gimilar to such services and i
certificated as a providgr of such services after the effectiye date of this Act unless
otherwise exempted from\this definition by state or fed;Zlaw.

(f) “Interconnection Services” means telecommunications services, includin
intrastate switched access seYvice, that allow a Tglecommunications Service Provider

interconnect with the networkspf all other Telegommunications Service Providers.

(g) “Current Authorized Fay Rate of Rgturn” means:

n rate base most recently used:by the Commisgion in an order evaluating its rates

(h) “Gross Domestic Pr[duct'Price Index (GDQP-PI1}" used to determine limits op rate

SECTION 4ZTennessee Code Annotated, Title 65, Chapter 5, Part 2, is amenddd

by adding the foligwing new language:

Section §5-5-207: Universal Service.

(a) Unfversal service, consisting of residential Basic Local 8xchange Teleph
Service at affordable rates and carrier-of-last-resort obligations must ke maintaing;fter
the local telecommunications markets are opened to competition. In or{er to insure the

availability of affordable residential Basic Local Exchange Telephone Service, the

Y
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determine the need and timetable for modifying current universal ﬁervice support

mechanisms and irgplementing alternative universal service support mechanisms. The

Commission shall issje its decision in the universal servic7roceeding prior to January 1,

/

y
(c) The Commissidp shall create an alternativ?{miversal service support mechanis

19986.

that replaces current sourcey of universal service sypport onty if it determines that the
alternative will preserve univer{al service, protect consumer welfare, be fair to ali
Telecommunications Service Prowders, and pri

Telecommunications Service Providir’s rateg by consumers or by another

Telecommunications Service Provider.\ Tg/accomplish these objectives, the Commission), if

it creates or subsequently modifies an rnative universal service support mechanism,
shall:

{1) restrict recovery from tlte mechanl¢m by any Telecommunications Service

rovider to an amount equal to tife support necegsary to provide universal service;

(6) gvhen ordering a modification, include changes in the cost of Rroviding universal

service in the rebalancing required by subsection (5};

ent the unwarranted subsidization of a ./\ ‘
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{ii) the eXtent to which rates for residential Basic Local Ex? ge Telephone
Service should be rgquired to meet the standards of Section 65-5/208I(c);
(iii} intrastate access rates and the appropriateness of such rates as a significan

source of universal servige support.

SECTION 5. Tennegsee Code Annotated, Sectiop 65-4-203, is amended by adgling

Providers.

SECTION 6. Tennessee Code nn?ted, Section 65-4-207, is amended by
designating the existing language as Sufgection (a) and by adding the following new

Subsection (b):

{b) The provisions of this segtion shall not apply to Telecommunications Service
Providers; provided, however, thig/ section sha)| continue to apply with respect to any
ordinance adopted, and any frafichise granted piysuant to such an ordinance, prior to {he

effective date of this Act.

SECTION 7. Tenn?ssee Code Annotated, Sec\jon 65-4-201, is amended by

designating the existing’language as subsection (a) and Y}y adding new subsections |b},

and (d) as follows:

dividual or group of

(b} No individual or entity shall offer or provide an&i
telecommunic7és services, of extend its territorial area of opehations without first
obtaining frogh the Commission a certificate of convenience and necgssity for such service
or territoryf provided, however, an Incumbent Local Exchange Telephong Company shall
not be reduired to obtain such certificate to continue to offer services beiyg provided as/ff

the effective date of this Act.



(i) The apglicant possesses sufficient managerial, financial ang’ technical

abilities to provide the appled for services.
A Commission order, Yacluding appropriate findings of fact and Conclusions of Idw,

denying or approving, with or

L

ithout modification, an application for certification of

Competing Telecommunications ervice Provider shall be entered no more than sixty {60)

0.

days from the filing of the applicatlpn. 7
7

7

(d) Subsection (¢} shall not bq applicabls to areas/s/érved by an incumbent Logal

Competing Telecommunications Service P ovid7or unless such Incumbent Local

Exchange Teléphone Company applies for algceftificate to provide telecommunications

Sevt T, A

services in an area outside its service area ¢

ting on the effective date of this Act.
SN /
SECTION 8. Tennessee Code Ayétated&Title 65, Chapter 4, is amended by

4
ding the following as a new appro;yr' tely desig\ated section:

65-4- . Admlnistratlv/e/ Rules.

H
{a) Prior to January 1, 19?6, the Commission shall, at a minimum, promulgate fules
7
and issue such orders necessary to implement reasonable terms and canditions providing
for non-discriminatory interconnection among the network‘s of all Telecommunications

Service Providers, unbundling of service elements and tunctjons, terms for resale,

interLATA presubscriptioy packaging of a Basic Local Exchat\ge Telephone Service or

unbundled features or functions with services of other provider\and number portability,
(by All Telecom’{\unications Service Providers shall, to the\extent that it is
technically and finangially feasible, be provided desired features, fupctions, and servige

promptly, and on an unbundled and non-discriminatory basis from alkother

Telecommunications Service Providers.

3

A . . .
Exchange Telephone Company with feer than 100,;00 total access lines in this stae M
untess such company voluntarily enters igto an imerrgnnection agreement with a

—

AN
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as Basic Local Exchange Telephone Ser¥ichs and are not exempted under subsection {

{b) The Commission, after notic d opportunity for hearing, may find that the
public interest is served by exempting/a seriice or group of services from all or a portion o
the requirements of this part. Upopi making duch a finding, the Commission may exemp
Telecommunications Service Proylders from such requirements as appropriate. The

Commission shall in any event dxempt a telecommunications service for which existin

and potential competition is gh etfective regulator oY the price of those services.

{c) Effective January 1, 1996, an incumbent Upcai Exchange Telephone Compa
shall adhere to a price flogr for its competitive services {ubject to such determination as

the Commission shall m/ake pursuant to Section 65-5-207.\The price floor shall equal the
i
1]

Incumbent Local Exchapge Telephone Company's taritfed rates\for essential elements !
utilized by CompetingfTelecommunications Service Providers plus %total long-run
incremental cost of fhe competitive elements of the service. When shown to be in the

public interest, the Commission shall exempt a service or group of services provided by an



effective date of this Act shall\not exceed the stand alone cost of the Service.
SECTION 10. Tennessed Code Annotated, Title 65, Chaptey5, Part 2, is amended

by adding the foliowing new language as:

Ve . &

Section 65-5-209. Price Re

{a) Rates for telecommunicatidps services are just and reasonable when they are
determined to be affordable as set forth\in this Section. Using the procedures established

in this Section, the Commission shall insulg that rates fgr all Basic Local Exchange

Telephone Services and Non-Basic Services

re aff}r’able on the effective date of price

regulation for each Incumbent Local Exchanga Telephone Company.
- B !

\ 7
(b) An Incumbent Local Exchange Telgphone Company shall, upon approval of

ts application under Subsection {(c), be empowerég to, and shall charge and collect only

such rates that are less than or equal to the ppaximym permitted by this Section and

subject to the safeguards in Section 65-5-208 (c) and (d) and the non-discrimination
provisions of this Title.
(c) The Commission shall enterfan order within ninety (90} days of the application
of an Incumbent Local Exchange Tel&{:hone Company implgmenting a price regulation plan
for such company. With the implementation of a price regulgtion plan, the rates existing
on the effective date of this Act/j:vall Basic Local Exchange Y\KIephone Services and Nop-
Basic Services as defined in Se/lc/tion 65-5-208 are deemed affordable if the Incumbent -
Local Exchange Telephone C;mpany's earned rate of return on itsymost recent

. i
\ seetteFTTTEd TPSC 3.01 report. &5 avaited by the C.oi-im:ssien stafd

!

A 1
,"' is equal to or less than the Company's Current Authorized

N
Fair Rate of Return exi;{ing at the time of the Company’s application. If the fncumben \
. g t
Local Exchange Telephone Company’s earned rate of return on its most reggnt
: /
seaftemitred TPSC/3.01 report. 35 2ucdived b\, the Commission sioff

\ —_Puvmz»ﬁ' 4v Subsechon Ci} /

|0

Purtuant +o Subsechon (i
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Company’s most [ECENT LOTHIISSIUIT 21011 GUUILY 1w v

*k(, c,o»{-M‘SSw"' s—\z.pc ?qubV\*" -"D S%SCC“-\DA (& l
\

\ / If the Incumbent

£

Local Exchange Té ephone Company's earned rate of return is les Ahan its Curren

| CCondesied, ¢fr

£
Upon reguest by the incukiben al Exchange Telephonz/Company, the Commission

{d) If not resolved by agreement\ the Com/' ission shall establish initial rates for

Interconnection Services provided by an cum;em Local Exchange Telephone Compan

subsequent to the effective date of this Act
(e} A price regulation plan shall maintAi

permitting a maximum annual adjustmenyhat is Rapped at one-half the percentage

Gross Domestic Product-Price Index (GD

in infiation for the United States using thl' PI)

from the preceding year as the measurq-‘-'of inflation. A\lncumbem Local Exchange

Telephone Company may adjust its ra}es for Basic Localt E\xchange Telephone Servicds or

Non-Basic Services only so long as itl§ aggregate revenues\iaasic Local Exchange
/

Tetephone Services or Non-Basic Services generated by such ¥hanges do not exceed the
. Y

!
. v i
aggregate revenues generated by }he maximum rates permitted by the price regulationj

plan.

(f) Notwithstanding the annual adjustments permitted in subsedtion (e), the initikl
Basic Local Exchange Telephone Service rates of an Incumbent Local Echge Telephone
Company subject to price regfilation shall not increase for a period of four years fromfthe

date the Incumbent Local Exchange Telephone Company becomes subject to such

/|
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preceding year as th measure of inflation.

{g) Notwithstanding any other provision of this Act/a price regulation plan shall
permit a maximum annua\adjustment in the rates for Inferconnection Services that is
capped at one-half the perdgntage change in inflati /for the United States using the
Gross Domestic Product-Price \ndex (GDP-PI) frof the preceding year as the measure [of,

inflation. An Incumbent Local € change Teleghone Company may adjust its rates for

Interconnection Services only so I10gg as it aggregate revenues generated by such

(h} Incumfent Local Exchange Telephone Companies suBject to price regulation may
set rates for NOn-Basic Services as the company deems appropr> , subject to the
limitations sgt forth in subsections (e) and (@), the non-discriminat;’provisions of this
Title and afiy rules or orders issued by the Commission pursuant to Section 65-5-208(c).
(i) Incumbent Local Exchange Telephone Companies subject to price regulation

shall not be required to seek regulatory approval of their depreciation rates or schedul€s.




ot Accounys, and

e ratemaking adjustments 10 gperaung revenues, expenses anu

rate base used in the\gommissiO recent order gpplicable to the incumbent
Fd

287 a

* b\ local exchange telephong\company. Nothing hereiff iS™a.be construed to diminish

@ji (ev-onpond);he audit powers gf the commissio% ' \\
é 7 !

'/ .
2 SECTION 11. Tennessee Code A otated/,,«TitIe 65, Chapter 5, Part 2, is amended /

by adding the following new language as:

v o

-

Section 65-5-210. Commission Ju?éllc ig_m ]
/

v

Y
in addition to any other jurisdictio! /conferrad,”

Nae 2

the Commission shall have the .
Val

-

original jurisdiction to investigats, heay’and enter jate orders to resolve ail contestgd

this Act.

)

issues of fact or law arising as a result of the application ok

-~

\
Section IQJ. Nothj g/in this act shall be construed ta,affect the assessment for

ad valorem taxation of gfSperty used to provide telecommunications services, and to .

£

that end it is declaredfthat the fifty-five percent (5§5%) level of ass

sments shall remai
- x : /}
1] ‘.h applicable to propefty used in whole or part to provide telecommunic gls services ‘w ,

é ‘é other than cellul

telephone servides. " 1

telephone services, radio common carrier services, orNeng distance!

(.__Rl SECTION 1R. This Act shall take effect upon becoming a law, the public welfare \
% é requiring it. ol
i
i
SECTION 1. Tennessee Code Annotated, Title 65, Chapter 4, is amended by
adding the fol(owing as a new appropriately designated section:
-65-4- . Declaration Of Telecommunications Services Policy. The General
Assembly declares that the policy of this state is to foster the development of an efficient,
technologically advanced, statewide system of telecommunications services by permitting

compatition in all telecommunications services markets, and by permitting alternative

|3



SECTION 2. Tennessee Code Annotated, Section 65-4-101 is amended by adding

the words and punctuation "telecommunications services," between the comma following

~

AN
~

the word "telegraph™ and the words "or any other like system." ’\Q/Q
y

- SECTION 3. Tennessee Code Annotated, Section 65-4-101, is ame&\@% ad@
3] .

the following new language as Subsections (¢}, (d), (e}, {f), {g). and (h):

(c) "Telecommunications Service Provider” means any Incumbent Local Exchange
Telephone Company or certificated individual or entity, or individual or entity operating

pursuant to tHe approval by the commission of a franchise within Section & of this Act,

authorized by law to provide, and offering or providing for hire, any telecommunications
sarvice, telephc}ne service, telegraph service, paging service, or communications service
simifar to such services uniess otherwise exempted from this definition by state or federal
law,

{d) "Incumbent Local Exchange Telephone Company"” means a public utility
oftering and providing Basic Local Exchange Telephone Service as defined by Section 65-
5-208 pursuant to tariffs approved by the Commission prior to the effective date of this
Act.- i

(e} “"Competing Telecommunications Service Provider” means any individual or
entity that offers or provides any two-way communications service, telephone service,
telegraph service, paging service, or communications service similar 10 such services and is
certificated as a provider of such services after the effective date of this Act untess
otherwise exempted from this definition by state or federal law.

(f) “Interconnection Services” means telecommunications services, including
intrastate switched access service, that allow a Telecommunications Service Provider to

interconnect with the networks of all other Telecommunications Service Providers.

|4



{2} for any other Incumbent Local Exchange Telephone Company, the rate of return
on rate base most recently used by the Commission in an order evaluating its rates.

(h) “Gross Domestic Product-Price Index {GDP-P1)” used to determine limits on rate
changes means the final estimate of the Chain-Weighted Gross Domestic Product-Price
Index as prepared by the U.S. Department of Commerce and published in the Survey of

a

Current Business, or its successor.

SECTION 4. Tennesses Code Annotated, Title 65, Chapter 5, Part 2, is amended
by adding the following new language:

Section 65-5-207: Universal Service.

(a) Universal service, consisting of residential Basic Local Exchange Telephone .
Service at afforﬂable rates and carrier-of-last-resort obligations must be maintained after w ",

the local telecommunications markets are opened to competition. In order to ensure the

Commission shall formulate policies, promulgate rules and issue orders which require all
Telecommunications Service Providers to contribute to the support of universgl service.

{(b) The Commission shall, within thirty (30) days of the effective date of this Act,
initiate a generic contested case proceeding to determine the cost of providing universal
service, determine all current sources of support for universal service and their associated
amounts, identify and assess alternative universal service support mechanisms, and
determine the need and timetable for modifying current universal service support
mechanisms and implementing alternative universal service support mechanisms. The
Commission shail issue its decision in the universat service proceeding prior to January 1,
1996.

- {c) The Commission shall create an afternative Universal service support mechanism

that replaces current sources of universal service support only if it determines that the

alternative will preserve universal service, protect consumer welfare, be fair to all

/>



(1) restrict recovery from the mechanism by any Telecomr;\unications Service
Provider to an amount equal to the support necessary to provide universal seryice;

(2) consider provision of universal service by Incumbent Local Exchange Telephone
Companies and by other Telecommunications Service Providers;

{3) order only such contributions to the universal service support mechanism as are
necessary to support universal service and fund administration of the mechanism;

(4) administer the universal service support mechanism in a competitively neutral
manner, and in accordance with established Commission rules and federal statutes;

(5) determine the financial effect on each universal service provider caused by the
creation or a modification of the universal service support mechanism, and rebalance the

!

effect through a one-time adjustment of equal amount to the rates of that provider;

{6) when ordering a modification, include changes in the cost of providing universal
service in the rebalancing required by subsection (5); -

(7} when performing its duties under subsections {5) and (6), order no increass in
the rates for any Interconnection Services; and

(8) consider, at a minimum:

(i) the amount by which the embedded cost of providing residential Basic Local
Exchange Telephone Service exceeds the revenue received from the service, including the

cost of the carrier-of-last-resort obligation, for both high- and low-density service areas;

(i) the extent to which rates for residential Basic Local Exchange Telephone
Service should be required to meet the standards of Section 65-5-208(c);

{ii) intrastate access rates and the appropriateness of such rates as a significant
source of universal service support.

{d) The commission shall monitor the continued functioning of universal service

mechanisms and shall conduct investigations, issue show cause orders, entertain petitions

|G
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the following new Subsection (c):

(¢} The provisions of this Section shall not apply to Telecommunications Service
Providers.

SECTION 6. Tennessee Code Annotated, Section 65-4-207, is amended by
designating the existing fanguage as Subsection (a) and by adding the following new
Subsection {b):

{b) The provisions of this section shall not apply to Telecommunications Service

Providers; provided, however, this section shall continue to apply with respect 1o any

ordinance adopted, and any franchise granted pursuant to such an ordinance, prior to the
effective date of this Act.
. -
SECTION 7. Tennessee Code Annotated, Section 65-4-201, is amended by
designating the existing language as subsection (a) and by gdding new subsections (b}, (c}
and (d) as follows:

{b) Except as exempted by provisions of state or federal law, no individual or
entity shall offer or provide any individual or group of telecommunications services, or
extend its territorial areas of operations without first obtaining from the Commission a
certificate of convenience and necessity for such service or territory; provided, however,
that no Telecommunications Services Provider offering and providing a
Telecommunications Service under the authority of the Commission on the effective date
of this Act shall be required to obtain additional authority in order to continue to offer and
provide such Telecommunications Services as it offers and provides as of such effective
date.

{c) After notice to the Incumbent Local Exchange Telephone Company and other
interested parties and following a hearing, the Commission shall grant a certificate of
convenience and necessity to a ompeting Telecommunications Service Provider if after

examining the evidence presented, the Commission finds:

|7
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denying or approving, with or without modification, an application for certification of a
Competing Telecommunications Service Provider shall be entered no more than sixty (60)
days from the filing of the application.

{d) Subsection (c) shall not be applicable to areas served by an Incumbent Local
Exchange Telephone Company with fewer than 100,000 tota! access lines in this state
unless such company voluntarily enters into an interconnection agreement with a
Competing Telecommunications Service Provider or unless such Incumbent Local
Exchange Telephone Company applies for a certificate to provide telecommunications
services in an area outside its service area existing on the effective date of this Act. é’l’f

W

SECTION 8. Tennessee Code Annotated, Title 65, Chapter 4, is amended by

adding the following as a new appropriately designated section:
65-4- . Administrative Rules.
{a) AIll Telecommunications Services Providers shall provide non-discriminatory

interconnection to their public networks under reasonable terms and conditions; and all

Telecommunications Services Providers shall, to the extent that it is technically and
financially feasible, be provided desired features, functions and services promPtIy, and on
an unbundled and non-discriminatory basis from all other Telecommunications Services
Providers.

(b) Prior to January 1, 1996, the Commission shall, at a minimum, promulgate rules
and issue such orders as necessary to implement the requirements of subsection (a) and to
provide for unbundling of service elements and functions, terms for resale, interLATA
presubscription, number portabiiity, and packaging of a Basic Local Exchange Telephone
Service or unbundled features or functions with services of other providers.

These rules shall also ensure that all Telecommunications Services Providers who
provide Basic Local Exchange Telephone Service or its'équivalent provide each customer a

basic White Pages directory listing, provide access to 911 Emergency Services, provide
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promuigation of these rules.

SECTION 9. Tennessee Code Annotated, Title 85, Chapter 5, Part 2, is amended
by adding the following new language as:

Section 65-5-208. Competitive Rules

- (a) Services of Incumbent Local Exchange Telephone Companies who apply for
price regulation under Section 65-5-209 shall be classified as follows:

1. “Basic Local Exchange Telephone Services" are telecommunications services
which are comprised of an access line, dial tone, touch-tone and usage provided to the
premises for the provision of two way switched voice 6r data transmission over voice
grade facilities'of residential customers or business customers within a local calling area,
Lifeline, Link-Up Tennessee, 911 Emergency Services and educational discounts existing
on the effective date of this act or other services requi?ed by state or federal statute.
These services shall, at a minimum, be provided at the same level of quality as is being
provided on the effective date of this act. Rates for these services shall inciude both
recurring and nonrecurring charges.

2. "Non-Basic Services" are telecommunications services which are not defined
as Basic Local Exchange Telephone Services and are not exempted under subsection (b).
Rates for these services shall include both recurring and nonrecurring charges.

{b} The Commission, after notice and opportunity for hearing, may find that the
public interest and the policies set forth herein are served by exempting a service or group
of services from all or a portion of the requirements of this part. Upon making such a
finding, the Commission may exempt Telecommunications Service Providers from such
requirements as appropriate. The Commission shall in any event exempt a
telecommunications service for which existing and potential competition is an effective

regulator of the price of those services.



public interest, the Commission shall exempt a service or group of services provided by an
Incumbent Locat Exchange Telephone Company from the requirement_of the price floor.
The Commission shall, as appropriate, also adopt other rules or issue orders to prohibit
cross-subsidization, preferences to competitive services or affiliated entities, predatory
pricing, price squeezing, price discrimination, tying arrangements or other anti-competitive
practices.

(d) The maximum rate for any new Non-Basic Service first offered after the

effective date of this Act shall not exceed the stand alone cost of the service.

SECTION 10. Tennessee Code Annotated, Title 65, Chapter 5, Part 2, is amended
by adding the following new language as:

Section 65-5-209. Price Regulation Plan

-(a) Rates for telecommunications services are just and reasonable when they are
determined to be affordable as set forth in this Section. Using the procedures established
in this Section, the Commission shall ensure that rates for all Basic Local Exchange
Telephone Services and Non-Basic Services are affordable on the effective date of price
reguiation for each Incumbent Local Exchange Telephone Company.

(b) An Incumbent Local Exchange Telephone Company shall, upon approval of
its application under Subsection (c), be empowered to, and shall charge and collect only
such rates that are less than or equal to the maximum'bermitted by this Section and
subject to the sateguards in Section 65-5-208 (c) and (d) and the non-discrimination
provisions of this Titte. .

{c) The Commission shall enter an order within ninety {(30) days of the application
of an Incumbent Local Exchange Telephone Company impfementing a price regulation pian
tor such company. With the implementation of a price regulation plan, the rates existing
on the effective date of this Act for ail Basic Local Exchange Telephone Services and Noq~
Basic Services as defined in Section 65-5-208 are deemed affordable if the Incumbent

Local Exchange Telephone Company’s earned rate of return on its most recent TPSC 3.01

RO




Return, the Commission shall inttiate a contested, evidentiary proceeging 1o estaoniisn the
initial rates on which the price regulation plan is based. The Commission shali initiate such
a rate-setting proceeding to determine a fair rate of return on the Company's rate base
using the actual intrastate operating revenues, expenses, rate base and capital structure
from the Company’s most recent TPSC 3.01 report as audited by the Commission staff
pursuant to subsection (j). If the Incumbent Local Excﬁange Telephone Company’s earned
rate of return is less than its Current Authorized Fair Rate of Return, the Company may
request the Commission to initiate a contested, evidentiary proceeding to establish the
initial rates upon which the price regulation plan is based. Upon request by the Incumbent
Local Exchange Telephone Company, the Commission shall initiate such a contested,
evidentiary proceeding using the same rate-setting procedures described above. Rates

established pursuant to the above process shall be the initial rates on which a price

regulation plan is based, subject to such further adjustment as may be made by the

<

Commission pursuant to Section 65-5-207. ‘

{d) If not resolved by agreement, the Commission shali, on petition of the
Competing Telecommunications Services Provider, hold a contested case proqeeding
within thirty (in) days to establish initial rates for new interconnection services provided
by an Incumbent Local Exchange Telephone Company subsgquent to the effective date of
this Act, which rates shall be set in accordance with the provisions set forth in this Act.
The Commission shall issue a final order within twenty (20) days of the proceeding.

(e} A price regulation plan shall maintain affordable Basic and Non-Basic rates by
permitting a maximum annual adjustment that is capped at the lesser of one-half (1/2) the
percentage change in inflation for the United States using the Gross Domestic Product-
Price Index (GDP-PI) from the preceding year as the measure of inflation, or the GDP-PI
from the preceding year minus two (2} percentage points. An Incumbent Local Exchange
Telephone Company may adjust its rates for Basic Local Exchange Telephone Services or

Non-Basic Services only so long as its aggregate revenues for Basic Local Exchange

Al
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the date the Incumbent Local Exchange Telephone Company becomes subject to such /

regulation. At the expiration of the four (4) year period, an incumbent Local E_xchange

Telephone Cofnpany shall be permitted to adjust annually its rates for Basic Local

Exchange Telephone Services in accordance with the method set forth in subsection (e)

provided that in no event shall the rate for residential Basic Local Exchange Telephone

Service be increased in any one (1) year by more than the percentage change in inflation

for the United States using the Gross Domestic Product-Price tndex (GDP-Pl) from the

preceding year as the measure of inflation. p/ ,]
(g) Notwithstanding any other provision of this Act, a price regulation plan shall ‘% ‘

permit a maximum annual adjustment in the rates for Interconnection Services that is

capped at the lesser of one-half (1/2) the percentage cF:ange in inflation for the United

States using the Gross Domestic Product-Price index (GDP-Pl) from the preceding year as

the measure of inflation, or the GDP-P! from the preceding year minus_two (2) percentage

points. An Incumbent Local Exchange Telephone Company may adjust its rates for

Interconnection Services only so long as its aggregate revenues generated by such

changes do not exceed the aggregate revenues generated by the maximum rates permitted

by this subsection, provided that each new rate must comply with the requirements of

Section 65-5-208 and the non-discrimination provisions of this Title. Upon filing by a

Competing Telecommunications Service Provider of a complaint, such rate adjustment shall

become subject to Commission review of the adjustment’s compliance with the provisions
of this Act and rules promutgated under this Act. The Commission shall stay the
adjustment of rates and enter a final order approving, modifying or rejecting such

adjustment within thirty (30) days of the complaint.
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incumbent Local Exchange Telephone Company subjec‘g to price regulation shali not

excéed, for a period of four (4) years from the date the company becomes subject to such

regulation, the maximum rate in effect in the state for such service on the effective date of

this act. i
{i} Incumbent Local Exchange Telephone Companies subject to price regulation

shall not be required to seek regulatory approval of their depreciation rates or schedules. .
{j)y For any Incumbent Local Exchange Telephone Company electing price regulation ‘& l’]

under Section 65-5-209(c), the Commission shall conduct an audit to assure that the TPSC

3.01 Report accurately reflects, in all material respects, the Incumbent Local Exchange

Telephone Company’s achieved results in accordance with Generally Accepted Accounting

Principles as adopted in Part 32 of the Uniform System of Accounts, and the ratemaking
adjustments to operating revenues, expenses and rate base used in the Commjssion's most
recent order a'pplicable to the Incumbent Local Exchange Telephone Company. Nothing
herein-is to be construed to diminish the audit powers of the Commission.

(k) Incumbent Local Exchange Telephone Companies subject to price regulation
shail maintain their commitment to the FY| Tennessee Master Plan to the completion of the
funded requirements with any alterations to the plan to be approved by the Commission.

SECTION 11. Tennessee Code Annotated, Title 65, Chapter 5, Part 2, is amended
by adding the foliowing new language as:

Section 65-5-210. Commission Jurisdiction

{a) In addition to any other jurisdiction conferred, the Commission shall have the
original jurisdiction to investigate, hear and enter appropriate orders to resolve all contested
issues of fact or law arising as a result of the application of this Act. _

{b} The Consumer Advocate shail retain all powers with respect to this Act as is

provided in Tennessee Code Annotated, Section 65-4-118, or any future legisiation.
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valorem taxation of property used to provide telecommunications services, ang to that end
it is declared that the fifty-five percent {55%) level of assessments shall remain applicable
to property used in whole or in part to provide telecommunications services other than
cellular telephone services, radic common carrier services, or long distance telephone
services.

SECTION 15. The General Assembly shall evaluate the implementation of the
provisions of this Act every two (2} years for not less than the next six {(6) years by
requiring the submission of a report prepared by the Commission consisting of the
following information:

-~ (a) The compliance of market participants with the provisions of this Act;

{b) The status of universal service in Tennessee;

£17

(c) The availability of service capabilities and service offerings_subdivided by
tacilities-based and non-facilities-based, for each Telecommunications Services Provide};

(d) The number of customers, access lines served, and revenues, subdivided by
residential and business, for each Telecommunications Services Provider;

{e) The impact of federal telecommunications initiatives;

(f) The degree of technological change in the marketplace;

{g) The technical compatibility between providers;

(h) The service performance of providers; and, .
(i) Any other information the Commission considers necessary to proper oversight
and evaluaxioh.

-SECTION 16. Each Telecommunications Service Provider shall file with the
commission a small and minority owned telecommunications business participation plan
within sixty (60) days of the effective date of this act. Competing Telecommunications
Service Providers shall file such plan with the commission with their application for a

certificate. Such plan shall contain such entity’s plan for purchasing goods and services

H



controts the daily operations of such business, and who is impeded from normal entry into
the economic mainstream because of race, religion, sex or national origin and such
business has annual gross receipts of less than four million dollars {$4,000,000). For
purposes of this act, the term “small business” means a business with annual gross

receipts of less than four million dollars {$4,000,000).

SECTION 17. {a} The Department of Economic and Community Oevelopment, with
assistance from the Comptroller of the Treasury relative to loan guarantees, s?all develop
by rule an assistance program for small and minority telecommunications businesses no
later than January 1, 1996. Such plan shall require Telecommunications Service Providers
and Competing Telecommunications Service Providers to contribute a total of two million
dollars {$2,000,000) each year for five (5) years for a total amount of ten million dollars
{$10,000,000) to fund the small and minority telecommunications business assistance
program. The Commission shall by rule determine the contribution to be made each year
by each Telscommunications Service Provider and each Competing Telecommunications
Service Provider t0 such program. The contribution of each such entity shail be
determined in accordance with the process used to determine universal service support
contributions in accordance with the provisions of Section 4{a). The small and minority
telecommunications business assistance program shall provide for loan guarantees,
technical assistance and services, and consulting and education services. The Department
of Economic and Community Development shall administer the small and minority

telecommunications business assistance program except that the Comptroller of the

Treasury shall administer any loan guarantees provided pursuant to such program. It is the
legislative intent that such program be designed with consideration of fair distribution of

program assistance among the geographic areas of the state with no more than forty
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to the House Commerce and Senate Commaerce, Labor and Agricultu:e Committee no later
than September 1, 1995. Such committees shall report its comments and
recommendations on such report to the department within thirty (30) days of receiving
such report.

(c} The small and minority telecommunications ‘business assistance program
developed by the Department of Economic and Community Development shall take effect
on March 1, 1996, unless modified or repealed by iegisiation enacted prior to such date.

(d) There is established a general fund reserve to be allocated in accordance with
the small and minority telecommunications business assistance program created by this
Act which shall be known as the smali and minority telecommunications business
assistance program fund. Moneys from the fund may be expended in accordance with
such program. Any moneys deposited in the fund shall remain in the reserve until

expended for purposes consistent with such program and shall not revert to the general

fund on any June 30. Any interest earned by deposits in the reserve shall not revert to the
general fund on any June 30 but shall remain available for expenditure in subsgquem fiscal
years.

-SECTION 18. If any provision of this act or the application thereof to any person or
circumstance is held invalid, such invalidity shall not affect other provisions or applications
of the act which can be given effect without the invalid provision or application, and to
that end the provisions of this act are declared to be severable.

SECTION 19, This Act shall take effect upon becoming a law, the public welfare

requiring it.
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