
a-·
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Suite 1020
Washington, D.C. 20005
Office 202/326-3821

EX PARTE OR LATE FILED

March 23, 1995

fred K. KOIIrId
Director
Federal Relations
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Mr. William F. Caton
Acting Secretary
Federal Communications Commission
1919 M Street, NW
Room 222
Washington, DC 20554

Re: Ex Parte Statement
Docket 94-1

Dear Mr. Caton:

On March 22, 1995, Mr. Gary Lytle, Vice President - Federal Relations and I met
with Commissioner Rachelle Chong and Mr. Richard Welch, Legal Advisor to
Commissioner Chong, to discuss Ameritech's position in the above referenced
proceeding. The attached material was used as part of our discussion.

Sincerely,

cc: Commissioner Chong
R. Welch

No. of Copies rec'd OJ-2.
UstABCDE





Competition and Price Cap Reform - The Need for Change

From 1991 through 1994, Price Caps was an effective interim plan while moving
from a fully regulated environment toward a fully competitive environment.

Competition for access services now requires streamlining the Price Cap plan.
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Price Cap Reform is an Absolute Necessity for Ameritech's Access
Business

Ameritech must be able to balance pricing and investment decisions. We must
be able to reinvest earnings and price services to meet customer alternatives in
a competitive marketplace.

Ameritech must target investments to compete on quality of service. The
incentives to invest must exist in order to meet customer's expectations.

No longer can price reductions be across the board with no flexibility to target
requctions to competitive areas.

Prices and investment decisions should be managed by the operations of the
marketplace not artificial regulatory constraints.
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Ameritech Competitive Landscape

Active Access Competition Exists in the Ameritech RegiQn

Multiple access providers have built and operate networks in Ameritech's top 10
cities.
Class 5 switches installed in 7 of the top 10 cities.

Pro-competitive State Re2ulatory Environment

Alternative local exchange carriers have been granted certification in Illinois,
Michigan, and Wisconsin, and certification requests are pending in Indiana and
Ohio.

Increased access and local exchange competition is expected with full network
unbundling (e.g., loops, ports, reciprocal compensation, number portability) in
Illinois and Michigan.

1+ IntraLATA subscription
Has been ordered in Michigan to begin 1/1/96
Will be ordered, this month, as part of Customers First in Illinois
Wisconsin is expected to order in )995
Included in Ohio's local competition docket starting this month
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GrandRMids
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D9koit
Teleport
MFS
Mel Metr

ToIIdo
InteiCom
US SignallBuckeye Cableer Cleveland

MFS
'Akron Teleport
IntelCom Intelcom

. Dayton Mel Metro
\ InteICom

Indian8QoIis
MCllHancock Rural
Teleport (via US Signal)
MFS
Time Warner (lOA)

Columbus
Ti.... Wamer
InteICom
MFS·

• Announced plans 10 buifd network.

Milwaukee
Teleport

Chicago
MFS

Arlington HeighD._ TeIepcrt ==; ~1
Sprint, TCG, TCI Wheaton

MCUJones

• CAP networks with Cia.. 5 Switches
e CAP networks without Class 5 Switches

• Alternate local providers have networks in~ of Ameritech's top ten metro areas.
• Alternate local providers have deployed local switches in seven of the top ten metropolitan

areas.
• 60% of Ameritech's top ten metropolitan areas have at least two alternate local providers.
• Ameritech constructing SONET ring capabilities in top metropolitan areas over three years at

cost of over $200M. Chicago ring complete in ll)l)S.
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Ameritech's Access Rates Are Driven By The Market

The Commission should not disrupt the operations of the competitive marketplace
by forcing rate reductions beyond those dictated by the marketplace.

The Commission should allow additional pricing flexibilities to meet marketplace
demands.

Ameritech's prices are set below the price cap ceiling for both switched and
special access.

Ameritech's average switched. access revenues per mou have declined 30%
since the start of price caps in 1991. Price caps alone would have required
only a 17% reduction.

Transport rates have been deaveraged with dramatic declines in zone 1 and
zone 2 with no increases to rates in the least dense, least competitive zone 3.

Ameritech has publicly indicated that it will continue to lower access prices
through the UltimateLink program.
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Cornerstones for the Fully Competitive Marketplace Will be Set by the Price Cap
Reform Docket

The elimination of the annual review of interstate earnings and future adjustments of sharing
and LFAM amounts.

r

Additional pricing flexibility: Ability to change rates and modify existing structures on
one day's notice

Allow downward pricing flexibility of 15% across Price
Cap band indices and subband indices; and merge
OS IlLT-1 with OS31LT-3 services into one service band

Elimination of Part 69 waiver requirement for new.
servIces

No change to the productivity offset
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The Need for Price Cap Reform Should be Linked to the Competitive
Landscape of aLEC

The Commission should address the degree of competition within aLEC's
operating territory to determine if the time is right to streamline price cap
regulation.

Competition should be addressed at a regional level; state specific access
pricing makes no rational economic sense.
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I'r;(te CUl'S ~ea"s Rel!,,'a';"J: Pr;(tes Nil' Earninll!

• Price 1i",itlltioflS protect customer,..,', while the earnin~s jreedonl provides illcelltivcs .ltJl'
network investment (sec Pahlo Spiller study), innovation and new services.

• Accounting returns are overstated due to the low depreciation rates prescrihed hy Ille
F('C'. Alneritech has already discontinued use o.I.\'FAS 7/ and adopled realistic
depreciation rates }or}inancial reportin~purposes.

• Hetur"s ca/culated using realistic depreciation rates provide II ",ore ohjective hasis Illall
accounting returns.
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Prlc·e C", Meun.~ .ell"llIlill' Pric·es NOI EII'IIilll!.f.coIII)

• Wilhin the Amerilech region ull 5 five slale commissions have approved Price C'up plans
thai do nol include earnings sharing,

.' Additionally, 4 out of5 ofAmeritech 's states do not set depree-'iution rates/or intrastate
purposes.

• "'ith (·oll,II,i.\',\'ion approval, A,net:itech would adjust il..,.. depreciation lives Oil Ih...
r(!gulaled books to nlalch those used at Ihe FR level.
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1991 - 1993

1991 - 1993

1991 - 1993

1991 - 1993

Ameritech's Price Cap Earnings
and Depreciation Rates

.\ \'erage Interstate Rate of Return 13.53%
(from the 491 reports)

A\'erale Interstate Rate of Return 12.39%
(Asswmng that the FCC' s June 18 and
October II, 1994 Orders In the Depreciation
Simplification Proceed1Og had been 10 effect)

A\'erage Interstate Rate of Return 9.08%
(Assuming AT&r s federally prescnbed
depreciation rates )

A\'erage Interstate Rate of Return 7.87 %

(Assuming average plant lives bemg used
on Ameritech' s fmancial reporting books)

Composite Depreciation Rates

The Composite Depreciation Rate for Ameritech for 1991 - 1993 lS 6 8%

The Composite Depreciation Rate for Amernech assuming the two Depreciation Simpllti..:.:·
Orders had been In effect for 1991 - 1993 IS - So 0

The Composite Depreciation Rate (10 100
0 I for .-\ T&T IS based on currently prescnbed

depreCiation rates

The Composite Depreciation Rate (II 000 0) for-\merttech assumes the average plant 11\~,

currently used (post SFAS71) for financial rep0nIng purposes
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Price Cap PI_. SIIIIIm.ary

LEe ATAT
PrittC.. Priuc.p ~

C" .. ,...;.-. M'diaa DI!!! w..... .... .... .......
E.mUp ShariIIg No No No No No Yes No Embed

ProcIuctMty 0ftJd 3.3% None 1.0-~ 2J'·~ 3.0% 2.8% 2.5% 2.8%

Co-'mer Pro&JctiviIy
Dividmd 1.Q-h None None 2% None S% S% .5%

---- - -- --- ---
Total 4.3% None 10-1'. JO% Jo-~ J.3% 3.0-" 33%

Depreciatioo Pracriptioo None None None None Range of Direct Direct None
Rates 0venighI <M:rsigbt

..
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Amcritcch
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Access COl1lpetition in the Alneritech Region

CAPs and CATV conlpanies have created a conlpetitive environnlent in the
Anleritech region.

Access providers in the Ameritech region include:

MFS Communications Inc.
Teleport Communications Group
US Signal
IntelCom Group (ICG)
Time Warner AxS
MCI Metro

Conlpetition is not localized to just Chicago.

These companies are active in Chicago, Detroit, Cleveland, Indianapolis,
Milwaukee, Grand Rapids, Columbus, Dayton and Toledo
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- ..
Current Developing

Region Wide • CAP networks are present in top 10 cities • $58 million CAP network expansion in
top four cities

• Interconnection is present or pending in
70+ wire centers

• ICG constructing 300 route mile network
In Ohio

Chicago • MFS, and TCG Class 5 switches installed • MFS- $15 million expansion in suburbs

• MCI/Jones Intercable integrated access tnal • MCI pending authorization for local

• lCG and MFS are authorized to offer local switching switching

• lCG & MFS each have network capacity to carry • MFS is constructing a state-wide SONEl
100% of Ameritech HiCap circuits network for ComEd

• CAPs have access to 95% of the buildings with 4 or more • TCI/Motorola integrated access trial in
DS-1s Arlington Heights

Detroit • lCG has Class 5 switch and extensive network • MFS- $20 million network construction
via lCI, Comcast, and Continental CAlV. • MFS, lCG, MCI pending

• MCI Metro negotiating collocation with Class 5 switch authorization to provide local
and SS7 interconnection service

• lCG has network capacity to carry 200% of
Ameritech's HiCap service in Detroit and 5ESS
switch installed

Cleveland • IntelCom has network capacity to carry 161 % of • TCG is planning to develop network
Ameritech's HiCap circuits • MCI, MFS, lime Warner pending

• MFS. Mel Metro, and US Networks are constructing local authorization to provide local
networks switching

• IntelCom 91 route mile network expansion

• Intelcorn Installed 5ESS Local SWitch

• US N(·tw(Jlk Insttllied 2-5ESS local sWitches

CAPs and CATV companies have created a competitive environment in the
Ameritech Reaion tod
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. . . and competition is not localized to just Chicago

Market Current Developing
Grand Rapids • US Signal approved for certification to provide local • TCG and Cableviston Lightpath to offer

exchange service with Class 5 switching telephony via CATV networks

• US Signal hils network capacity to carry 3.5
times the number of Ameritech HiCap circuits in
Grand Rapids

Indianapolis • MCI pending authorization to offer local switching via • MFS is constructing an $11 million
Hancock Rural's Class 5 switch network

• Time Warner AxS & US Signal have CAP networks

• Teleport purchased US Signal Network

Milwauk.e • TCG has been authorized to provide local service

• Time Warner is instaHing 100 miles of new fiber

Columbus • Time Warner AxS currently in over 40 buildings • Planning to deploy AT&T 5ESS switch

• Time Warner Network passes by 80 major buildings • ICG planning to deploy AT&T 5ESS

• ICG constructing $7M, 60 mile network switch

Dayton • ICG 29 mile network expansion

Toledo • US Signal constructing network
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Higl,'igl~ts of Local Excl,ange Competition in tl'e Atneritecl, Region

Illinois

Wllo's Certified? Mf'S 7/20/94•
Teleport 9/07/94

Mel Metro and Jones Intercable certified on
a trial basis in Wheaton (have requested to
extend this trial to cover the Chicago area)

What's till' Illinois Con'n,ission doing to jo..\'ter con,petition?

0" 2/8/95 the ICC issued an order that requires An'eritech to interconnect with
MFS on the same basis as any other LEC and provide reciprocal con,pensation
or tern'ination oflocal calls.

Final order expected in March on Ameritech's Customers First filing. The ICC
Hearing Exan,iner's proposed order would require Ameritech to:

In,plement End Office Integration and Reciprocal Con,pensation
Unbundle loops and ports
I,,,plement intraLATA J+ subscription on a 2-PIC basis within J year
Tarijf i"tl'rin, Nun,ber Portability within 45 days
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~hl;&I'ts ofl.,ocal Excllanl:e Competition in tI,e Ameritecl, Ret,:illn

Indiana

MCI filed an application on 4/25/94 to resell Centrex service!ron,llancock
County (an independent con,pany) in server An'eritech Indianapolis l'xchanges.
Case is pending.

Michigall

PSC issued an order requiring LECs to in,plen,ent IntraLATA 1+ by 1/1/96.

City Signal was granted a license on 10/24/94 to provide exchange service in
the Grand Rapids area.

Other companies that have requested licenses to provide local service ill the
Detroit area: Mel Metro (10/3/94), MFS (10/24/94) and Teleport (11/10/94)

Ohio

Time Warner filed an application on 10/26194 to provide service in37 counties.

MCI Metro filed on 12120/94 to provide service in Cleveland, CoII"",)"." and
!>II\'loll.
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~hts oJ Local Exchange Competition in tIre Ameritech Rellion

Ohio (Coni.)

MFS filed on 12/21/94 to provide local service in Cleveland, Colun,bus and
Cincinnati.

On 11/9/94, NCTA, Teleport, MFS, AT&T, MCI and several other parties
announced tlrey would jointly lobby in 6 states for removal of legal/reRlllatory
barriers to entry for competitive local exchange services (Ohio was one of the
included states).

Wisconsin

On 7/7/94, the PSC ofWisconsin issued orders which found intraLATA J+
subscription is in the public interest and should be in,plemtnted using a 2-PIC
approach.
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