
1'---

I

Mel

MCI Telecommunications
Corporation

1801 Pennsylvania Avenue, N.W.
Washington, D.C. 20006

EX PARTE OR LATE FILED

REceIVED
MAR 16 1995

FEDERAL COMMUNICATIONS CO
OFFlfJE (JfSF.CRErARyMM1SSION

March 16, 1995

William F. Caton
Acting Secretary
Federal Communications Commiss~n

washington, D.C. 20554 UOCKETf~ECOPI

Re: Ex Parte Presentation }OR~/NAl
CC Docket No. 94-1
LEC Price Cap Performance Review

Dear Mr. Caton:

Copies of the attached written ex parte were today provided to
Karen Brinkman and Richard Welch of the Commission at their
request. Please associate this with the record in the above
captioned docket.

An original and two copies of this notice have been submitted to
your office in conformance with Section 1.1206(a) (1) of the
Commission's rules.

s~nller.elY, :FF
~~/

Chris Frentrup -
MCl Telecommunications Corp.
Federal Regulatory Affairs

cc: Karen Brinkman
Richard Welch

No. of Copies rec'd
UstABCOE
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MCI Communications
Corporation

'801 Pef"nsyhar1a Ave: ~'.V

Washington. DC 20006
2028872048

March 10, 1995

Leo'1a~o 3 Saw;c~1

Se,."o· 'v1arage'
~egularorl Affairs

RECEIVED

MAR 16 1995

FEDERAL COMMUNICATIONS COMMISSION
OFFICE OF SECRETARY

EX PARTE
Ms. Kathleen Wallman
Chiet, Common Carrier Bureau
Federal Communications Commission
1919 M street W
washinqton, D.C. 20554

Re: CC Docket No. 94-1

Dear Ms. Wallman,

In a recent .eeting with the CARE coalition, you reque.ted that we
analyze certain matters related to the .tructure ot price cap.; in
particular, how price cap coapanie. might react to differ.nt X
tactors and the relationship between the X tactor. and sharing.

Attached to this letter i. a .pread.h.et model (Lotu. 1-2-3,
Version 3.1) that will allow the FCC to t ••t ditferent valu•• for
iaportant price cap variable. and obs.rv. the relation.hip. aacng
thea. Becau•• ot the short ti.. available, w. t ••ted only a tew
signiticant option.. Soae conclu.ion. are clear tro. this work
and we invite the FCC statt to contira th.. u.ing the model.

Th. analy.is pr•••nted her. au.t not be interpreted a. a chang. in
CARE'. po.ition. The condition. a••••••d her. are tho.. .ugg••ted
by the FCC and the co-.nt. ot other parties. Inde.d, the analy.i.
only reintorces our position.

One proposal that v. have exaained is a "two-ti.r" plan, otfering
the LECs a choic. ot a low productivity factor or a higher "X",
with reduced sharing obligation.. CARS beli.v•• that a .ingl.
tactor would do aore to encourage past und.r-perforaing LECs to be
.or. productiv. and allow the better perforaing companies to reap
rewards of continued efficiency. Furth.r, it will be difficult
to structur. a system that encourages companies to choo.e higher
productivity goals.

A signiticant conclusion from the model i. that ditt.r.nce. in
productivity factor. between price cap plan option. of acre than
one percentage point will re.ult in none of the LEC. choo.ing the
higher standard at the out.et ot the plan. It i. not until lat.r
year. that .0.. coapani•• will .ove up to high.r productivity. Any
plan .u.t have a "on. way" rule. Once a cOllpany choo••• the higher
productivity qoal, it mu.t continu. with that option. Thi. would
prevent period-to-period manipulation of earning••

A second conclusion is that an extr_.ly tight earning. range must
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be placed on the low option. This will .ove the LECS ott the lover
end as quickly as their earnings rise. We suggest 50 basis points.
Not only does this have a basis in past Comaission practice, but
any greater aaount .erely extends the ti.e that the co.panies stay
with the lower standard.

As the PCC reviews possible two-tier approaches, it should consider
that the average achieved "X" has been around 5.". It the PCC
tollows the lead of its last price cap plan, it would add one
percent to the lover standard to otter a greater incentive to
achieve above the historic trend. This would result in tactors ot
5." and 6." (analogous to today's 3.3' and 4.3'). In a lesson
tor the current review, tew companies chose the higher level, yet
all thrived through a recession and set earnings records.

Pinally, it the PCC decides to allow a lover standard tor sa.e
LECs, it should acknowledge that .ost ot the "X" tactors on the
record are averages. Acco..odating the lover achieving ca.panies
with an optional lower "X" .eans that the average tor the r_ining
coapanies aust rise. In its reply ccmaents, AT'T illustrated that
.ost ot the price cap companies achieved productivity gaio
exceeding six percent and that the average was pUlled down by juat
a tew ot the LECs. Degrading the standard by discounting the 5."
average tor the benetit ot a tew companies would unjustly enrich
the others at the expense ot consumers.

It you have any questions concerning this aatter, please call Chris
Prentrup at (202) 887-2731 or .e.

In accordance with Section 1.1206 ot the ca.aission's rules, two
copies ot this letter are being tiled with the Secretary ot the
FCC.

Best

S. Sawicki

cc: Alex Belintante
Anna GoIIez
lIicbael Katz
Ricbarcl lletzqer
Mark uretsky
Joannne Wall


