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Dear Mr. Vogt:

Use of ARMIS data to calculate direct cost ratios and overhead
ratios for application to BellSouth's forward looking incremental
investments is inappropriate. First, use of ARMIS data for
developing direct cost ratios (i.e., annual cost factors) does
not recognize differences in the mix of plant account specific
investments among different services. Second, ARMIS data is
based on embedded investments and expenses. Applying ratios
developed from this embedded data directly to BellSouth's forward
looking investments without making adjustments for the
differences in embedded versus forward looking investments leads
to an inappropriate overhead ratio. BellSouth will demonstrate
that, if the appropriate adjustments are made to place the
embedded ARMIS costs and the forward looking BellSouth LIDB costs
filed with the Commission in CC Docket No. 92-24 on an equal
basis, the overhead ratios resulting from the process using ARMIS
data are very close to those used by BellSouth in its filing.

The methodology BellSouth uses to calculate a price ceiling for
new services first develops the incremental cost, i.e., the price
floor, for the new service by identifying the incremental
investment and the incremental noninvestment related annual
costs. The total incremental costs are the investments times the
appropriate annual cost factors, plus the noninvestment related
annual costs. Next, BellSouth develops the price ceiling ratio
by dividing the total revenue for the category in which the new
service will reside (e.g. Local Transport) by the total
incremental costs for the category. The price ceiling is
calculated by multiplying the ratio (total revenues to
incremental costs) times the incremental costs of the new
service. This methodology sets the appropriate ceiling relative
to incremental costs. As information, LIDB rates were set below
the ceiling. C
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In the Attachment, BellSouth demonstrates that, when the
appropriate adjustments are made to account for the mismatch of
embedded ARMIS costs and incremental LIDB costs, using ARMIS
based methodology results in an overhead ratio that is very close
to what is used in the BellSouth LIDB tariff filing. The
Attachment displays BellSouth ARMIS data on line numbers 1
through 31. Lines 32 through 36 indicate the steps necessary to
develop the appropriate overhead ratio. Using the ARMIS
methodology, the ARMIS Direct Cost Ratio (line 32) for Transport
is .2651, and the ARMIS Overhead Ratio (line 33) for Transport is
1.7306. The BellSouth Incremental Cost for Transport (line 34)
is developed by multiplying the forecasted demand for Transport
by the unit incremental cost for Transport and is equal to
$129,033 (expressed in thousands as is the ARMIS data). The
ratio (2.1505) of ARMIS Direct Cost (line 25) to BellSouth
Incremental Transport Cost (line 34) is developed on line 35. On
line 36, this ratio is then multiplied by the ARMIS Overhead
Ratio (line 33) to produce the Adjusted ARMIS Overhead Ratio for
Transport (3.7217). The Adjusted ARMIS Overhead Ratio can be
applied directly to the incremental LIDB costs. The Adjusted
ARMIS Overhead Ratio of 3.7217 for Transport (line 36) is close
EQ—EDE—deth%gS Ratia of 3.65 used in BellSouth's LIDB tariff
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overhead ratio, the resulting value is very close to that which
BellSouth developed and used in its LIDB tariff filing.

Therefore. BellSouth believes. its present method for developin
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