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limitations will not take precedence over 
laws or executive orders. Limitations estab-
lished shall not be exceeded. 

[65 FR 48396, Aug. 8, 2000] 

PART 65—INTERSTATE RATE OF RE-
TURN PRESCRIPTION PROCE-
DURES AND METHODOLOGIES 

Subpart A—General 

Sec. 
65.1 Application of part 65. 

Subpart B—Procedures 

65.100 Participation and acceptance of serv-
ice designation. 

65.101 Initiation of unitary rate of return 
prescription proceedings. 

65.102 Petitions for exclusion from unitary 
treatment and for individual treatment 
in determining authorized return for 
interstate exchange access service. 

65.103 Procedures for filing rate of return 
submissions. 

65.104 Page limitations for rate of return 
submissions. 

65.105 Discovery. 

Subpart C—Exchange Carriers 

65.300 Calculations of the components and 
weights of the cost of capital. 

65.301 Cost of equity. 
65.302 Cost of debt. 
65.303 Cost of preferred stock. 
65.304 Capital structure. 
65.305 Calculation of the weighted average 

cost of capital. 
65.306 Calculation accuracy. 
65.450 Net income. 

Subpart D—Interexchange Carriers 

65.500 Net income. 

Subpart E—Rate of Return Reports 

65.600 Rate of return reports. 

Subpart F—Maximum Allowable Rates of 
Return 

65.700 Determining the maximum allowable 
rate of return. 

65.701 Period of review. 
65.702 Measurement of interstate service 

earnings. 

Subpart G—Rate Base 

65.800 Rate base. 
65.810 Definitions. 
65.820 Included items. 
65.830 Deducted items. 

AUTHORITY: Secs. 4, 201, 202, 203, 205, 218, 
403, 48 Stat., 1066, 1072, 1077, 1094, as amended, 
47 U.S.C. 151, 154, 201, 202, 203, 204, 205, 218, 
219, 220, 403. 

Subpart A—General 

§ 65.1 Application of part 65. 

(a) This part establishes procedures 
and methodologies for Commission pre-
scription of an authorized unitary 
interstate exchange access rate of re-
turn and individual rates of return for 
the interstate exchange access rates of 
certain carriers pursuant to § 65.102. 
This part shall apply to those inter-
state services of local exchange car-
riers as the Commission shall designate 
by rule or order, except that all local 
exchange carriers shall provide to the 
Commission that information which 
the Commission requests for purposes 
of conducting prescription proceedings 
pursuant to this part. 

(b) Local exchange carriers subject to 
§§ 61.41 through 61.49 of this chapter are 
exempt from the requirements of this 
part with the following exceptions: 

(1) Except as otherwise required by 
Commission order, carriers subject to 
§§ 61.41 through 61.49 of this chapter 
shall employ the rate of return value 
calculated for interstate access serv-
ices in complying with any applicable 
rules under parts 36 and 69 that require 
a return component; 

(2) Carriers subject to §§ 61.41 through 
61.49 of this chapter shall be subject to 
§ 65.600(d); 

(3) Carriers subject to §§ 61.41 through 
61.49 of this chapter shall continue to 
comply with the prescribed rate of re-
turn when offering any services speci-
fied in § 61.42(f) of this chapter unless 
the Commission otherwise directs; and 

(4) Carriers subject to §§ 61.41 through 
61.49 of this chapter shall comply with 
Commission information requests 
made pursuant to § 65.1(a). 

[60 FR 28543, June 1, 1995] 

Subpart B—Procedures 

§ 65.100 Participation and acceptance 
of service designation. 

(a) All interstate exchange access 
carriers, their customers, and any 
member of the public may participate 
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in rate of return proceedings to deter-
mine the authorized unitary interstate 
exchange access or individual inter-
state exchange access rates of return 
authorized pursuant to § 65.102. 

(b) Participants shall state in their 
initial pleading in a prescription pro-
ceeding whether they wish to receive 
service of documents and other mate-
rial filed in the proceeding. Partici-
pants that wish to receive service by 
hand on the filing dates when so re-
quired by this part 65 shall specify in 
their initial pleading in a prescription 
proceeding, as specified in § 65.103 (b) 
and (c), an agent for acceptance of 
service by hand in the District of Co-
lumbia. The participant may elect in 
its pleading to receive service by mail 
or upon an agent at another location. 
When such an election is made, other 
participants need not complete service 
on the filing date, and requests for ex-
tension of time due to delays in com-
pletion of service will not be enter-
tained. 

[60 FR 28544, June 1, 1995] 

§ 65.101 Initiation of unitary rate of re-
turn prescription proceedings. 

(a) Whenever the Commission deter-
mines that the monthly average yields 
on ten (10) year United States Treasury 
securities remain, for a consecutive six 
(6) month period, at least 150 basis 
points above or below the average of 
the monthly average yields in effect 
for the consecutive six (6) month period 
immediately prior to the effective date 
of the current prescription, the Com-
mission shall issue a notice inquiring 
whether a rate of return prescription 
according to this part should com-
mence. This notice shall state: 

(1) The deadlines for filing initial and 
reply comments regarding the notice; 

(2) The cost of debt, cost of preferred 
stock, and capital structure computed 
in accordance with §§ 65.302, 65.303, and 
65.304; and 

(3) Such other information as the 
Commission may deem proper. 

(b) Based on the information sub-
mitted in response to the notice de-
scribed in § 65.101(a), and on any other 
information specifically identified, the 
Commission may issue a notice initi-
ating a prescription proceeding pursu-
ant to this part. 

(c) The Chief, Wireline Competition 
Bureau, may issue the notice described 
in § 65.101(a). 

[60 FR 28544, June 1, 1995, as amended at 67 
FR 13229, Mar. 21, 2002] 

§ 65.102 Petitions for exclusion from 
unitary treatment and for indi-
vidual treatment in determining au-
thorized return for interstate ex-
change access service. 

(a) Exclusion from unitary treatment 
will be granted for a period of two 
years if the cost of capital for inter-
state exchange service is so low as to 
be confiscatory because it is outside 
the zone of reasonableness for the indi-
vidual carrier’s required rate of return 
for interstate exchange access services. 

(b) A petition for exclusion from uni-
tary treatment and for individual 
treatment must plead with particu-
larity the exceptional facts and cir-
cumstances that justify individual 
treatment. The showing shall include a 
demonstration that the exceptional 
facts and circumstances are not of 
transitory effect, such that exclusion 
for a period of a least two years is jus-
tified. 

(c) A petition for exclusion from uni-
tary treatment and for individual 
treatment may be filed at any time. 
When a petition is filed at a time other 
than that specified in § 65.103(b)(2), the 
petitioner must provide compelling 
evidence that its need for individual 
treatment is not simply the result of 
short-term fluctuations in the cost of 
capital or similar events. 

[60 FR 28544, June 1, 1995] 

§ 65.103 Procedures for filing rate of 
return submissions. 

(a) Rate of return submissions listed 
in § 65.103 (b)(1) and (c) may include any 
relevant information, subject to the 
page limitations of § 65.104. The Chief, 
Wireline Competition Bureau, may re-
quire from carriers providing inter-
state services, and from other partici-
pants submitting rate of return sub-
missions, data, studies or other infor-
mation that are reasonably calculated 
to lead to a full and fair record. 

(b) In proceedings to prescribe an au-
thorized unitary rate of return on 
interstate access services, interested 
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parties may file direct case submis-
sions, responses, and rebuttals. Direct 
case submissions shall be filed within 
sixty (60) calendar days following the 
effective date of a Commission notice 
initiating a rate of return proceeding 
pursuant to § 65.101(b). Rate of return 
submissions responsive to the direct 
case submissions shall be filed within 
sixty (60) calendar days after the dead-
line for filing direct case submissions. 
Rebuttal submissions shall be field 
within twenty-one (21) calendar days 
after the deadline for filing responsive 
submissions. 

(c) Petitions for exclusion from uni-
tary treatment and for individual 
treatment may be filed on the same 
date as the deadline for filing respon-
sive rate of return submissions. Opposi-
tions shall be filed within 35 calendar 
days thereafter. Rebuttal submissions 
shall be filed within 21 calendar days 
after the deadline for filing responsive 
submissions. 

(d) An original and 4 copies of all rate 
of return submissions shall be filed 
with the Secretary. 

(e) The filing party shall serve a copy 
of each rate of return submission, 
other than an initial submission, on all 
participants who have filed a designa-
tion of service notice pursuant to 
§ 65.100(b). 

[60 FR 28544, June 1, 1995, as amended at 67 
FR 13229, Mar. 21, 2002] 

§ 65.104 Page limitations for rate of re-
turn submissions. 

Rate of return submissions, including 
all argument, attachments, appendices, 
supplements, and supporting materials, 
such as testimony, data and docu-
ments, but excluding tables of contents 
and summaries of argument, shall be 
subject to the following double spaced 
typewritten page limits: 

(a) The direct case submission of any 
participant shall not exceed 70 pages in 
length. 

(b) The responsive submission of any 
participant shall not exceed 70 pages in 
length. 

(c) The rebuttal submission of any 
participant shall not exceed 50 pages in 
length. 

(d) Petitions for exclusion from uni-
tary treatment shall not exceed 70 
pages in length. Oppositions to peti-

tions for exclusion shall not exceed 50 
pages in length. Rebuttals shall not ex-
ceed 35 pages in length. 

[60 FR 28544, June 1, 1995] 

§ 65.105 Discovery. 
(a) Participants shall file with each 

rate of return submission copies of all 
information, including studies, finan-
cial analysts’ reports, and any other 
documents relied upon by participants 
or their experts in the preparation of 
their submission. Information filed 
pursuant to this paragraph for which 
protection from disclosure is sought 
shall be filed subject to protective or-
ders which shall be duly granted by the 
Chief, Wireline Competition Bureau, 
for good cause shown. 

(b) Participants may file written in-
terrogatories and requests for docu-
ments directed to any rate of return 
submission and not otherwise filed pur-
suant to § 65.105(a). The permissible 
scope of examination is that partici-
pants may be examined upon any mat-
ter, not privileged, that will demon-
strably lead to the production of mate-
rial, relevant, decisionally significant 
evidence. 

(c) Discovery requests pursuant to 
§ 65.105(b), including written interrog-
atories, shall be filed within 14 cal-
endar days after the filing of the rate 
of return submission to which the re-
quest is directed. Discovery requests 
that are not opposed shall be complied 
with within 14 calendar days of the re-
quest date. 

(d) Oppositions to discovery requests 
made pursuant to § 65.105(b), including 
written interrogatories, shall be filed 
within 7 calendar days after requests 
are filed. The Chief, Wireline Competi-
tion Bureau, shall rule upon any such 
opposition. Except as stayed by the 
Commission or a Court, any required 
response to a discovery request that is 
opposed shall be provided within 14 cal-
endar days after release of the ruling of 
the Chief, Wireline Competition Bu-
reau. 

(e) An original and 4 copies of all in-
formation described in § 65.105(a) and 
all requests, oppositions, and responses 
made pursuant to § 65.105 (a), (b) and (d) 
shall be filed with the Secretary. 

(f) Service of requests, oppositions, 
and responses made pursuant to § 65.105 
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(b) and (d) shall be made upon all par-
ticipants who have filed a designation 
of service notice pursuant to § 65.100(b). 
Service of requests upon participants 
who have filed designation of service 
notices pursuant to § 65.100(b) shall be 
made by hand on the filing dates there-
of. 

[60 FR 28544, June 1, 1995, as amended at 67 
FR 13229, Mar. 21, 2002] 

Subpart C—Exchange Carriers 

§ 65.300 Calculations of the compo-
nents and weights of the cost of 
capital. 

(a) Sections 65.301 through 65.303 
specify the calculations that are to be 
performed in computing cost of debt, 
cost of preferred stock, and financial 
structure weights for prescription pro-
ceedings. The calculations shall deter-
mine, where applicable, a composite 
cost of debt, a composite cost of pre-
ferred stock, and a composite financial 
structure for all local exchange car-
riers with annual revenues equal to or 
above the indexed revenue threshold as 
defined in § 32.9000. The calculations 
shall be based on data reported to the 
Commission in FCC Report 43–02. (See 
47 CFR 43.21). The results of the cal-
culations shall be used in the re-
prescription proceeding to which they 
relate unless the record in that pro-

ceeding shows that their use would be 
unreasonable. 

(b) Excluded from cost of capital cal-
culations made pursuant to § 65.300 
shall be those sources of financing that 
are not investor supplied, or that are 
otherwise subtracted from a carrier’s 
rate base pursuant to Commission or-
ders governing the calculation of net 
rate base amounts in tariff filings that 
are made pursuant to section 203 of the 
Communications Act of 1934, 47 U.S.C. 
203, or that were treated as ‘‘zero cost’’ 
sources of financing in section 450 and 
subpart G of this part 65. Specifically 
excluded are: accounts payable, ac-
crued taxes, accrued interest, dividends 
payable, deferred credits and operating 
reserves, deferred taxes and deferred 
tax credits. 

[60 FR 28545, June 1, 1995, as amended at 67 
FR 5702, Feb. 6, 2002] 

§ 65.301 Cost of equity. 
The cost of equity shall be deter-

mined in represcription proceedings 
after giving full consideration to the 
evidence in the record, including such 
evidence as the Commission may offi-
cially notice. 

[60 FR 28545, June 1, 1995] 

§ 65.302 Cost of debt. 
The formula for determining the cost 

of debt is equal to: 

Embedded Cost of Debt =
Total Annual Interest Expense

Average Outstanding Debt

Where: 

‘‘Total Annual Interest Expense’’ is the total 
interest expense for the most recent two 
years for all local exchange carriers with 
annual revenues equal to or above the in-
dexed revenue threshold as defined in 
§ 32.9000. 

‘‘Average Outstanding Debt’’ is the average of 
the total debt for the most recent two 
years for all local exchange carriers with 

annual revenues equal to or above the in-
dexed revenue threshold as defined in 
§ 32.9000. 

[60 FR 28545, June 1, 1995, as amended at 67 
FR 5702, Feb. 6, 2002] 

§ 65.303 Cost of preferred stock. 
The formula for determining the cost 

of preferred stock is: 

Cost of Preferred Stock =
Total Annual Preferred Dividends

Proceeds from the Issuance of Preferred Stock
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Where: 
‘‘Total Annual Preferred Dividends’’ is the 

total dividends on preferred stock for the 
most recent two years for all local ex-
change carriers with annual revenues equal 
to or above the indexed revenue threshold 
as defined in § 32.9000. ‘‘Proceeds from the 
Issuance of Preferred Stock’’ is the average 
of the total net proceeds from the issuance 
of preferred stock for the most recent two 
years for all local exchange carriers with 
annual revenues equal to or above the in-

dexed revenue threshold as defined in 
§ 32.9000. 

[60 FR 28545, June 1, 1995, as amended at 67 
FR 5702, Feb. 6, 2002] 

§ 65.304 Capital structure. 

The proportion of each cost of capital 
component in the capital structure is 
equal to: 

Proportion in the capital structure = 

Book Value of particular component

Book Value of Debt +  Book Value of Preferred Stock +  Book Value of Equity

Where: 
‘‘Book Value of particular component’’ is the 

total of the book values of that component 
for all local exchange carriers with annual 
revenues equal to or above the indexed rev-
enue threshold as defined in § 32.9000. 
‘‘Book Value of Debt+Book Value of Pre-

ferred Stock+Book Value of Equity’’ is the 
total of the book values of all the compo-
nents for all local exchange carriers with an-
nual revenues equal to or above the indexed 
revenue threshold as defined in § 32.9000. 
The total of all proportions shall equal 1.00. 

[60 FR 28545, June 1, 1995, as amended at 67 
FR 5702, Feb. 6, 2002] 

§ 65.305 Calculation of the weighted 
average cost of capital. 

(a) The composite weighted average 
cost of capital is the sum of the cost of 
debt, the cost of preferred stock, and 
the cost of equity, each weighted by its 
proportion in the capital structure of 
the telephone companies. 

(b) Unless the Commission deter-
mines to the contrary in a prescription 
proceeding, the composite weighted av-
erage cost of debt and cost of preferred 
stock is the composite weight com-
puted in accordance with § 65.304 multi-
plied by the composite cost of the com-
ponent computed in accordance with 
§ 65.301 or § 65.302, as applicable. The 
composite weighted average cost of eq-
uity will be determined in each pre-
scription proceeding. 

[60 FR 28546, June 1, 1995] 

§ 65.306 Calculation accuracy. 
In a prescription proceeding, the 

final determinations of the cost of eq-

uity, cost of debt, cost of preferred 
stock and their capital structure 
weights shall be accurate to two dec-
imal places. 

[60 FR 28546, June 1, 1995] 

§ 65.450 Net income. 

(a) Net income shall consist of all 
revenues derived from the provision of 
interstate telecommunications services 
regulated by this Commission less ex-
penses recognized by the Commission 
as necessary to the provision of these 
services. The calculation of expenses 
entering into the determination of net 
income shall include the interstate 
portion of plant specific operations 
(Accounts 6110 through 6441), plant 
nonspecific operations (Accounts 6510 
through 6560), customer operations (Ac-
counts 6610 through 6620), corporate op-
erations (Accounts 6720 through 6790), 
other operating income and expense 
(Account 7100), and operating taxes 
(Accounts 7200 through 7250), except to 
the extent this Commission specifi-
cally provides to the contrary. 

(b) Gains and losses related to the 
disposition of plant in service items, 
shall be handled as follows: 

(1) Gains related to property sold to 
others and leased back under capital 
leases for use in telecommunications 
services shall be recorded in Account 
4300 (Other long-term liabilities and de-
ferred credits) and credited to Account 
6560 (Depreciation and Amortization 
Expense) over the amortization period 
established for the capital lease; 
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(2) Gains or losses related to the dis-
position of land and other nondepre-
ciable items recorded in Account 7100 
(Other operating income and expense) 
shall be included in net income for 
ratemaking purposes, but adjusted to 
reflect the relative amount of time 
such property was used in regulated op-
erations and included in the rate base; 
and 

(3) Proceeds related to the disposi-
tion of property depreciated on a group 
basis and used jointly in regulated and 
nonregulated activities, including sale- 
leaseback arrangements for property 
depreciated on a group basis, shall be 
credited to the related reserves and at-
tributed to regulated and nonregulated 
in proportion to the accumulated regu-
lated and nonregulated depreciation 
for that group. 

(c) Gains or losses related to the dis-
position of property that was never in-
cluded in the rate base shall not be 
considered for ratemaking purposes. 

(d) Except for the allowance for funds 
used during construction, reasonable 
charitable deductions and interest re-
lated to customer deposits, the 
amounts recorded as nonoperating in-
come and expenses and taxes (Accounts 
7300 and 7400) and interest and related 
items (Account 7500) and extraordinary 
items (Account 7600) shall not be in-
cluded unless this Commission specifi-
cally determines that particular items 
recorded in those accounts shall be in-
cluded. 

[53 FR 1029, Jan. 15, 1988, as amended at 60 
FR 12139, Mar. 6, 1995; 67 FR 5702, Feb. 6, 2002] 

EFFECTIVE DATE NOTE: At 69 FR 53652, 
Sept. 2, 2004, § 65.450 was amended by revising 
paragraphs (a) and (b)(1), effective Mar. 2, 
2005. For the convenience of the user, the re-
vised text is set forth as follows: 

§ 65.450 Net income. 
(a) Net income shall consist of all revenues 

derived from the provision of interstate tele-
communications services regulated by this 
Commission less expenses recognized by the 
Commission as necessary to the provision of 
these services. The calculation of expenses 
entering into the determination of net in-
come shall include the interstate portion of 
plant specific operations (Accounts 6110– 
6441), plant nonspecific operations (Accounts 
6510–6565), customer operations (Accounts 
6610–6623), corporate operations (Accounts 
6720–6790), other operating income and ex-
pense (Account 7100), and operating taxes 

(Accounts 7200–7250), except to the extent 
this Commission specifically provides to the 
contrary. 

(b) * * * 
(1) Gains related to property sold to others 

and leased back under capital leases for use 
in telecommunications services shall be re-
corded in Account 4300, Other long-term li-
abilities and deferred credits, and credited to 
Account 6563, Amortization expense—tan-
gible, over the amortization period estab-
lished for the capital lease; 

* * * * * 

Subpart D—Interexchange 
Carriers 

§ 65.500 Net income. 

The net income methodology speci-
fied in § 65.450 shall be utilized by all 
interexchange carriers that are so des-
ignated by Commission order. 

[60 FR 28546, June 1, 1995] 

Subpart E—Rate of Return Reports 

§ 65.600 Rate of return reports. 

(a) Subpart E shall apply to those 
interstate communications common 
carriers and exchange carriers that are 
so designated by Commission order. 

(b) Each local exchange carrier or 
group of affiliated carriers which is not 
subject to §§ 61.41 through 61.49 of this 
chapter and which has filed individual 
access tariffs during the preceding en-
forcement period shall file with the 
Commission within three (3) months 
after the end of each calendar year, an 
annual rate of return monitoring re-
port which shall be the enforcement pe-
riod report. Reports shall be filed on 
the appropriate report form prescribed 
by the Commission (see § 1.795 of this 
chapter) and shall provide full and spe-
cific answers to all questions pro-
pounded and information requested in 
the currently effective report form. 
The number of copies to be filed shall 
be specified in the applicable report 
form. At least one copy of the report 
shall be signed on the signature page 
by the responsible officer. A copy of 
each report shall be retained in the 
principal office of the respondent and 
shall be filed in such a manner as to be 
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readily available for reference and in-
spection. Final adjustments to the en-
forcement period report shall be made 
by September 30 of the year following 
the enforcement period to ensure that 
any refunds can be properly reflected 
in an annual access filing. 

(c) Each interexchange carrier sub-
ject to §§ 61.41 through 61.49 shall file 
with the Commission, within three (3) 
months after the end of each calendar 
year, the total interstate rate of return 
for that year for all interstate services 
subject to regulation by the Commis-
sion. Each such filing shall include a 
report of the total revenues, total ex-
penses and taxes, operating income, 
and the rate base. A copy of the filing 
shall be retained in the principal office 
of the respondent and shall be filed in 
such manner as to be readily available 
for reference and inspection. 

(d)(1) Each local exchange carrier or 
group of affiliated carriers subject to 
§§ 61.41 through 61.49 of this chapter 
shall file with the Commission within 
three (3) months after the end of each 
calendar year a report of its total 
interstate rate of return for that year. 
Such filings shall include a report of 
the total revenues, total expenses and 
taxes, operating income, and the rate 
base. Reports shall be filed on the ap-
propriate form prescribed by the Com-
mission (see § 1.795 of this chapter) and 
shall provide full and specific answers 
to all questions propounded and infor-
mation requested in the currently ef-
fective form. The number of copies to 
be filed shall be specified in the appli-
cable report form. At least one copy of 
the report shall be retained in the prin-
cipal office of the respondent and shall 
be filed in such manner as to be readily 
available for reference and inspection. 

(2) Each local exchange carrier or 
group of affiliated carriers subject to 
§§ 61.41 through 61.49 of this chapter 
shall file with the Commission within 
fifteen (15) months after the end of 
each calendar year a report reflecting 
any corrections or modifications to the 
report filed pursuant to paragraph 
(d)(1) of this section. Reports shall be 
filed on the appropriate form pre-
scribed by the Commission (see § 1.795 
of this chapter) and shall provide full 
and specific answers to all questions 
propounded and information requested 

in the currently effective form. The 
number of copies to be filed shall be 
specified in the applicable report form. 
At least one copy of the report shall be 
retained in the principal office of the 
respondent and shall be filed in such 
manner as to be readily available for 
reference and inspection. 

[52 FR 274, Jan. 5, 1987, as amended at 54 FR 
19844, May 8, 1989; 55 FR 42385, Oct. 19, 1990; 
56 FR 21617, May 10, 1991; 62 FR 5166, Feb. 4, 
1997] 

Subpart F—Maximum Allowable 
Rates of Return 

§ 65.700 Determining the maximum al-
lowable rate of return. 

(a) The maximum allowable rate of 
return for any exchange carrier’s earn-
ings on any access service category 
shall be determined by adding a fixed 
increment of four-tenths of one percent 
of the exchange carrier prescribed rate 
of return. 

(b) The maximum allowable rate of 
return for any exchange carrier’s over-
all interstate earnings for all access 
service categories shall be determined 
by adding a fixed increment of one- 
quarter of one percent to the exchange 
carrier prescribed rate of return. 

(c) The maximum allowable rate of 
return for rates filed by local exchange 
carrier subject to § 61.50 of this chapter, 
shall be determined by adding a fixed 
increment of one and one-half percent 
to the carriers prescribed rate of re-
turn. 

[51 FR 11034, Apr. 1, 1986, as amended at 58 
FR 36149, July 6, 1993; 60 FR 28546, June 1, 
1995] 

§ 65.701 Period of review. 

For both exchange and interexchange 
carriers subject to this part, interstate 
earnings shall be measured over a two 
year period to determine compliance 
with the maximum allowable rate of 
return. The review periods shall com-
mence on January 1 in odd-numbered 
years and shall end on December 31 in 
even-numbered years. 

[60 FR 28546, June 1, 1995] 
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§ 65.702 Measurement of interstate 
service earnings. 

(a) For exchange carriers, earnings 
shall be measured separately for each 
access service category for purposes of 
determining compliance with the max-
imum allowable rate of return. The ac-
cess service categories shall be: an ag-
gregated category consisting of Special 
Access, § 69.113, and Contribution 
Charges for Special Access Expanded 
Interconnection, § 69.122; Connection 
Charges for Expanded Interconnection, 
§ 69.121; Common Line, §§ 69.104–69.105; 
and an aggregated category consisting 
of Line Termination, § 69.106, Intercept, 
§ 69.108, Local Switching, § 69.107, 
Transport, §§ 69.110–69.112, 69.124, 69.125, 
and Information, § 69.109. The Billing 
and Collection access element shall not 
be included in any access service cat-
egory for purposes of this part. The 
Commission will also separately review 
exchange carrier overall interstate 
earnings subject to this part for deter-
mining compliance with the maximum 
allowable rate of return determined by 
§ 65.700(b). 

(b) For exchange carriers, earnings 
shall be measured for purposes of deter-
mining compliance with the maximum 
allowable rates of return separately for 
each study area; provided, however, 
that if the carrier has filed or con-
curred in access tariffs aggregating 
costs and rates for two or more study 
areas, the earnings will be determined 
for the aggregated study areas rather 
than for each study area separately. If 
an exchange carrier has not utilized 
the same level of study area aggrega-
tion during the entire two-year earn-
ings review period, then the carrier’s 
earnings will be measured for the en-
tire two-year period on the basis of the 
tariffs in effect at the end of the second 
year of the two-year review period; pro-
vided, however, that if tariffs rep-
resenting a higher level of study area 
aggregation were not in effect for at 
least eight months in the second year, 
then the carrier’s earnings will be 
measured on the basis of the study area 
level of aggregation in effect for the 
majority of the two-year period; pro-
vided further, that any carrier that was 
not a member of the National Ex-
change Carrier Association or other 
voluntary pools for both years of the 

two-year review period will have its 
earnings reviewed individually for the 
full two-year period. 

[51 FR 11034, Apr. 1, 1986, as amended at 57 
FR 54719, Nov. 20, 1992; 58 FR 48763, Sept. 17, 
1993; 60 FR 28546, June 1, 1995] 

Subpart G—Rate Base 

SOURCE: 53 FR 1029, Jan. 15, 1988, unless 
otherwise noted. 

§ 65.800 Rate base. 
The rate base shall consist of the 

interstate portion of the accounts list-
ed in § 65.820 that has been invested in 
plant used and useful in the efficient 
provision of interstate telecommuni-
cations services regulated by this Com-
mission, minus any deducted items 
computed in accordance with § 65.830. 

§ 65.810 Definitions. 
As used in this subpart ‘‘account 

xxxx’’ means the account of that num-
ber kept in accordance with the Uni-
form System of Accounts for Class A 
and Class B Telecommunications Com-
panies in 47 CFR part 32. 

§ 65.820 Included items. 
(a) Telecommunications plant. The 

interstate portion of all assets summa-
rized in Account 2001 (Telecommuni-
cations Plant in Service) and Account 
2002 (Property Held for Future Use), 
net of accumulated depreciation and 
amortization, and Account 2003 (Tele-
communications Plant Under Con-
struction), and, to the extent such in-
clusions are allowed by this Commis-
sion, Account 2005 (Telecommuni-
cations Plant Adjustment). Any inter-
est cost for funds used during construc-
tion capitalized on assets recorded in 
these accounts shall be computed in ac-
cordance with the procedures in Sec. 
32.2000(c)(2)(x) of this chapter. 

(b) Material and supplies. The inter-
state portion of assets summarized in 
Account 1220.1 (Material and Supplies). 

(c) Noncurrent assets. The interstate 
portion of Class B Rural Telephone 
Bank stock contained in Account 1410 
and the interstate portion of assets 
summarized in Account 1410 (Other 
Noncurrent Assets) and Account 1438 
(Deferred Maintenance, Retirements 
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and Deferred Charges), only to the ex-
tent that they have been specifically 
approved by this Commission for inclu-
sion (Note: The interstate portion of 
assets summarized in Account 1410 
should not include any amounts re-
lated to investments, sinking funds or 
unamortized debt issuance expense). 
Except as noted above, no amounts 
from accounts 1406 through 1500 shall 
be included. 

(d) Cash working capital. The average 
amount of investor-supplied capital 
needed to provide funds for a carrier’s 
day-to-day interstate operations. Class 
A carriers may calculate a cash work-
ing capital allowance either by per-
forming a lead-lag study of interstate 
revenue and expense items or by using 
the formula set forth in paragraph (e) 
of this section. Class B carriers, in lieu 
of performing a lead-lag study or using 
the formula in paragraph (e) of this 
section, may calculate the cash work-
ing capital allowance using a standard 
allowance which will be established an-
nually by the Chief, Wireline Competi-
tion Bureau. When either the lead-lag 
study or formula method is used to cal-
culate cash working capital, the 
amount calculated under the study or 
formula may be increased by minimum 
bank balances and working cash ad-
vances to determine the cash working 
capital allowance. Once a carrier has 
selected a method of determining its 
cash working capital allowance, it 
shall not change to an optional method 
from one year to the next without 
Commission approval. 

(e) In lieu of a full lead-lag study, 
carriers may calculate the cash work-
ing capital allowance using the fol-
lowing formula. 

(1) Compute the weighted average 
revenue lag days as follows: 

(i) Multiply the average revenue lag 
days for interstate revenues billed in 
arrears by the percentage of interstate 
revenues billed in arrears. 

(ii) Multiply the average revenue lag 
days for interstate revenues billed in 
advance by the percentage of interstate 
revenues billed in advance. (Note: a 
revenue lead should be shown as a neg-
ative lag.) 

(iii) Add the results of paragraphs 
(e)(1) (i) and (ii) of this section to de-

termine the weighted average revenue 
lag days. 

(2) Compute the weighted average ex-
pense lag days as follows: 

(i) Multiply the average lag days for 
interstate expenses (i.e., cash operating 
expenses plus interest) paid in arrears 
by the percentage of interstate ex-
penses paid in arrears. 

(ii) Multiply the average lag days for 
interstate expenses paid in advance by 
the percentage of interstate expenses 
paid in advance. (Note: an expense lead 
should be shown as a negative lag.) 

(iii) Add the results of paragraphs 
(e)(2) (i) and (ii) of this section to de-
termine the weighted average expense 
lag days. 

(3) Compute the weighted net lag 
days by deducting the weighted aver-
age expense lag days from the weighted 
average revenue lag days. 

(4) Compute the percentage of a year 
represented by the weighted net lag 
days by dividing the days computed in 
paragraph (e)(3) of this section by 365 
days. 

(5) Compute the cash working capital 
allowance by multiplying the inter-
state cash operating expenses (i.e., op-
erating expenses minus depreciation 
and amortization) plus interest by the 
percentage computed in paragraph 
(e)(4) of this section. 

[54 FR 9048, Mar. 3, 1989, as amended at 60 FR 
12139, Mar. 6, 1995; 67 FR 5703, Feb. 6, 2002; 67 
FR 13229, Mar. 21, 2002] 

§ 65.830 Deducted items. 

(a) The following items shall be de-
ducted from the interstate rate base. 

(1) The interstate portion of deferred 
taxes (Accounts 4100 and 4340). 

(2) The interstate portion of cus-
tomer deposits (Account 4040). 

(3) The interstate portion of other 
long-term liabilities in (Account 4300 
Other long-term liabilities and deferred 
credits) that were derived from the ex-
penses specified in Sec. 65.450(a). 

(4) The interstate portion of other de-
ferred credits in (Account 4300 Other 
long-term liabilities and deferred cred-
its) to the extent they arise from the 
provision of regulated telecommuni-
cations services. This shall include de-
ferred gains related to sale-leaseback 
arrangements. 
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(b) The interstate portion of deferred 
taxes, customer deposits and other de-
ferred credits shall be determined as 
prescribed by 47 CFR part 36. 

(c) The interstate portion of other 
long-term liabilities included in (Ac-
count 4300 Other long-term liabilities 
and deferred credits) shall bear the 
same proportionate relationships as 
the interstate/intrastate expenses 
which gave rise to the liability. 

[54 FR 9049, Mar. 3, 1989, as amended at 62 FR 
15118, Mar. 31, 1997; 67 FR 5703, Feb. 6, 2002] 

PART 68—CONNECTION OF TER-
MINAL EQUIPMENT TO THE TELE-
PHONE NETWORK 

Subpart A—General 

Sec. 
68.1 Purpose. 
68.2 Scope. 
68.3 Definitions. 
68.4 Hearing aid-compatible telephones. 
68.5 Waivers. 
68.6 Telephones with volume control. 
68.7 Technical criteria for terminal equip-

ment. 

Subpart B—Conditions on Use of Terminal 
Equipment 

68.100 General. 
68.102 Terminal equipment approval re-

quirement. 
68.105 Minimum point of entry (MPOE) and 

demarcation point. 
68.106 Notification to provider of wireline 

telecommunications. 
68.108 Incidence of harm. 
68.110 Compatibility of the public switched 

telephone network and terminal equip-
ment. 

68.112 Hearing aid-compatibility. 
68.160 Designation of Telecommunication 

Certification Bodies (TCBs). 
68.162 Requirements for Telecommunication 

Certification Bodies. 

Subpart C—Terminal Equipment Approval 
Procedures 

68.201 Connection to the public switched 
telephone network. 

68.211 Terminal equipment approval revoca-
tion procedures. 

68.213 Installation of other than ‘‘fully pro-
tected’’ non-system simple customer 
premises wiring. 

68.214 Changes in other than ‘‘fully pro-
tected’’ premises wiring that serves fewer 
than four subscriber access lines. 

68.215 Installation of other than ‘‘fully-pro-
tected’’ system premises wiring that 
serves more than four subscriber access 
lines. 

68.218 Responsibility of the party acquiring 
equipment authorization. 

68.224 Notice of non-hearing aid compat-
ibility. 

Subpart D—Conditions for Terminal 
Equipment Approval 

68.300 Labeling requirements. 
68.316 Hearing aid compatibility: Technical 

requirements. 
68.317 Hearing aid compatibility volume 

control: technical standards. 
68.318 Additional limitations. 
68.320 Supplier’s Declaration of Conformity. 
68.321 Location of responsible party. 
68.322 Changes in name, address, ownership 

or control of responsible party. 
68.324 Supplier’s Declaration of Conformity 

requirements. 
68.326 Retention of records. 
68.346 Description of testing facilities. 
68.348 Changes in equipment and circuitry 

subject to a Supplier’s Declaration of 
Conformity. 

68.350 Revocation of Supplier’s Declaration 
of Conformity. 

68.354 Numbering and labeling requirements 
for terminal equipment. 

Subpart E—Complaint Procedures 

68.400–68.412 [Reserved] 
68.414 Hearing aid-compatibility: Enforce-

ment. 
68.415 Hearing aid-compatibility and vol-

ume control informal complaints. 
68.417 Informal complaints; form and con-

tent. 
68.418 Procedure; designation of agents for 

service. 
68.419 Answers to informal complaints. 
68.420 Review and disposition of informal 

complaints. 
68.423 Actions by the Commission on its 

own motion. 

Subpart F [Reserved] 

Subpart G—Administrative Council for 
Terminal Attachments 

68.602 Sponsor of the Administrative Coun-
cil for Terminal Attachments. 

68.604 Requirements for submitting tech-
nical criteria. 

68.608 Publication of technical criteria. 
68.610 Database of terminal equipment. 
68.612 Labels on terminal equipment. 
68.614 Oppositions and appeals. 

AUTHORITY: 47 U.S.C. 154, 303. 
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