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Mr. William Caton
Secretary
Federal Communications Commission
Room 222
1919 M Street, N.W.
Washington, D.C. 20554

Re: CC Docket No. 96-98

Dear Mr. Caton:

On June 7, 1996, Tom Morrow and Janis Stahlhut of Time Warner
Communications and the undersigned met with Chairman Hundt, Kathy Levitz,
Larry Atlas, John Nakahata and Joe Farrell. The discussion reflected comments
filed by Time Warner in the above-referenced proceeding and included reference
to the attached documents.

Sincerely yours,

Carol A. Melton

enc.

cc: Chairman Hundt
John Nakahata
Joe Farrell
Kathy Levitz
Larry Atlas



TELECOMMUNICATIONS ACT OF 1996
IMPLEMENTATION OF LOCAL COMPETITION

The Section 252 Pricing Standards differentiate among the facilities/services required
by the various classes ofcompetitor (See Chart)

• Interconnection & Network Elements - Section 252 (d)( 1)
- Based on Cost: Economic Standard (TSLRIC)
- Reasonable Profit: Policy Standard

- Policy considerations should not economically deter facilities-based
investment

• Transport and Termination - Section 252 (d)(2)
- Based on Additional Costs: Economic Standard (LRIC)
- Call Termination represents a permanent "last bottleneck"
- While the NPRM suggests that the pricing standard for transport &

termination could be the same as for interconnection & network elements, the
statutory language and economics of the competitive business suggest that
there is a legitimate differentiation

• Resale - Section 252 (d)(3)
- Retail rates less avoidable costs
- Avoidable cost standard must consider 00 avoided costs. Wholesale prices

must reflect costs of wholesale functions (billing, collections, customer
services, etc.)

- Artificially-contrived discounts that fund artificially-low rates change the
economics of building competitive facilities
- IXCs have attempted to exclude legitimate wholesale costs to justify steep

discounts
- IXCs' strategy has more to do with long distance competition than local

competition. Looking for steep discounts to fund a "pre-emptive strike"
against RBOCs in form of local service price war. (See Wall St. Journal,
5/30/96,

- Relationship of the "cost of interconnection" to the "cost of resale" could
potentially deter facilities-based investment decisions.
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The Commission has authority to adopt "bill and keep" under the 1996 Act

• Commission has-broad authority under Section 251 (d)( 1) to establish regulations
implementing Section 251 obligations, including reciprocal compensation
obligations in Section 251 (b)(5), and consistent with pricing standards set forth in
Section 252 (d)(2).

• Bill and keep satisfies requirement for "mutual and reciprocal recovery" of costs
by each carrier

• Bill and keep is nQ1 a system ofjree interconnection. It provides each carrier with
a tangible economic benefit whereby carriers receive an "in-kind" payment rather
than a cash payment

Adopting a bill and keep approach will help achieve Congress' goal ofrapidly
establishing competition in the local exchange marketplace

• Eliminates one of most contentious and time-consuming issues in negotiation.
Texas requirement for nine-month interim bill and keep may make the difference
in TW Comm meeting its planned service rollout.

• Economically efficient where traffic is relatively in balance and long-run
incremental costs are de minimus.
- There is reason to expect that competitors will not attract a normal sample of

the population segment, resulting in relatively balanced traffic.
Compensation rates provide economic incentive to skew traffic balance.

- Avoids Transaction costs which impose a relatively greater burden on new
facilities-based entrants. (Such costs are not imposed on resellers.)

- Transaction costs could exceed benefits of compensation rate

Regulations implementing pricing standards of1996 Act should reflect a baseline view
or "preferred outcome" and not preclude negotiated arrangements.
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TELECOMMUNICATION ACT OF 1996
SECTION 252 PRICING STANDARDS

STATUTE STATUTORY PRICING
REFERENCE FACILITIES REQUIREMENT STANDA'RD

SECTION 252(d)(1) INTERCONNECTION 1.) BASED ON COST TSLRIC
and and

NETWORK ELEMENTS 2.) REASONABLE PROFIT POLICY

----_..~-

I

SECTION 252(d)(2) TRANSPORT & IMUTUAL & RECIPROCAL LRIC
TERMINATION RECOVERY OF COSTS BASED ON
(Call Completion) ADDITIONAL COSTS OF CALL

TERMINATION

SECTION 252(d)(3) FULL SERVICES RETAIL RATES LESS AVOIDABLE WHOLESALE
COSTS
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£bIlinued Fnmt Poqe BI
tJlpc:nal~em;ar1<elinc, incilldinl( such rom·
moo enticements IS SlOO cheds. AT&T
and III r1n1s In Iont:-dlstance cumnlly
spend more Ihan SIO billion annually 10 sell
service.

AII..,rittd, h"s IM......M· AT&rT'K Oroil
major tarrd because. limon, Ibe HellS, II
Is one of \he fartheS.t alone In meeling the
checklist lbal WUIIId allow il 10 Invade
ATlrT's turf. AT&T's oller of free service
nllL" AliI(. 1111 (k'l. 31 ollld nlVrno C'Jln51b"t
lrolvcl IIl1n Ihall la ",III.,. III IIl1l1ub 1",1
remain Ia Ihe Ioca1 loll calling area. The,
Chlago-based Bell seemed 10 welcome
AT"T's oller - in part because the local
compelltloe muId help Arneriledl eellnlo
the IonC-4isl&na! markel even sooner.
"Free.-11ke prelly IftTtSSlwe cornpe­
tilloo to lilt." says an Arnerlledl spokes­
man. DOt1ac \hIl Amerilrdl offers 101l-alJ·
Inr 41sa111ats bill 110 free service.

In addition to lhe flft oller. AT&T Is

revlsine III I1Iles In illinois. Under thIS
new plan. a Rve-mlnute call between 011·
cago and subultJa,ll GlenYlew would cost up
to 21" \esS IIIan Amertledl's basic tocaI­
1oI1111tes. AT"T says.

With Ibdr monopoly mnlrol of most
local cuslllmen and phone lines. Ibt Bells
and Gl'EQIrp. aJUId InRIct deep wounds In
AflT'1 1oIIC-dIstaDce traadllse. AflT.
after aplnnInc oft III NCR computer bull·
ness and Lua:nl equlpmenl unll to 5hare­
holders. wUI be left with a CIlre Ione-dls­
tanc:e bust_ \hIl renerates some S50
bllllollln UIIluai revenue.

Meanwhile. AflT watellers say Ibt
""III",ny hu had II h'lI:t' IIlM'1'I\lIC' In
cw;tomer lIII1IUftr - the lilH:ll1k..... churn
rate. One~ wbo hu seen Ibt nwn­
ben says AT"T's chum In Ibt pasl Ove
months "Is up 35t. 10 _ over tile mm'
pnny·. 111511111-11_ hlp" In mld·I994.

Mr. Nua:hlu lilly', "Iudllslry dlllo, l.
up. therdore ours Is up.... There are 900
companies In Ibt U.s. seUtne 1on("1Ilstance
services now."..,....---

martel, and recu1ar local service. a SI\lO
billion business.

BUI neither will be euy plcklncs: The
RftII Baby Bells must meell "checklist­
of requirements to ensure lhey 111ve
opened their local monopoly 10 compelilion
belore being lilowed Into Ione·dlstance.
whlcb could take some of them two years or
1IIlln; In local semce, new rivals must
rent local lines from the ileUs Ind olher
rnonopoIles or. In I cosily Ind less likely
Itralqy. build local nelwor1ts of lheir
own.

!'or AT&T. lhe freebie ofler In Amcrl·
Itch country Ind the planned Icllon In
Connectlnol mosl likely reRecI a rr...lvr
10 protecl lis Ionr-dlslance base 01 90
mllfton customers by keeplne lis new
rlvlls buay prolr.cllnK their own IlIrI.
In Ione-dlslance. ATlrT cumnlly hu In
edee with mnsumen and roucNy I 60'10
IihAre .

In recent yean. the prices oIlon1{-dI.·
II""' IIC'rvln from the hie Ihnor prt~

vkk.'l'1l - ATIlT. Mel e-...1ca11u1lS
Corp. and Sprtlll Corp. - have usually dll·
I.red by Ibout I penny or two a mlnule.
ThAll. bound to chAnl{l! 0Mt new Ioo~·dls·

ta/lCl' enlrtlnls K.lCh ftK Ih.. nell. etR'''' III.
AT&T 1I1IJUI'II til have IIlllklllftll'll Iha'
challence - by culllnll prices on the knl
lronl rnther lhan mmlnl( lip wllh yr'
RIIIlIho'r ,1I""'"IDII.II11' Inlot'1(1I1stllnt:c.

1I00dlne on 10 cuslumen Is eetlellli
1I~ the IrlmlIO rlvnlry hcnl~ III' alMI
AT&T lind lither currlen lII11ve tllWIln!
ollerlnl{ I bundle of local. Ionr-dlslance.
wireless and vIdeo senlccs. Such J'olckal(ts
could hell' AT"T relltln cllotumen WIUM'ul

PlM.'" 7\1", 10 I'ngr Il/.~, /llIullln I

II Rnl mIl' lit OVl' cenla per mlmlle un all
calli - lon«-dillance, local or toll aenIce.
TbAt wtluld lmotlnl 10 less thAn hAil lhe
cUITCIII dl.......IL'CI mles.

The latest I1IOftI Indlcale that the
01'11 hll: 11a1l~lnd In the new era 01
phone c:umpetiIlOll, broIllhl aboul by the
ltlecommunlcallolll dereCUlallon IIW
passed earlier this year, will be In Iocal·totl
calls. Ulllmllely. the rk:llest temln 10
capture will he ton«-dlltanc:e. a $70 billion

oj: ,.)" •• fo\"~.,.,~~,.,<1,"~~'
';tJ.~·'iCaiftlil.!m~,~~\~,'Ti
'I~ K1. SpQ, WalflI:am, 1Ild__
HlIIlIIIIr.....csnlIlS.In .
..............G1tand ......

loal ..... l:lllllllIl'In ••
~ fled to *1150....... c:.mn. -\1 AmeftIedl, SBC·PKific Tetesls', Bell M
., 1loI.,..: ....... MIcNgan,. AltanIIc·NynI.' "
" CIIIlamlI. NIw VOl"'" T_. .1 ~I
o ....~ _:IO'l'o IlelIs,GTI,5pflnlandnt_PCS r':

oI ..CIOUI1IIYand 101llP'l''d ..rvtcnrl ._..... IWDytIlI. P •
, AT&TWOlldNIlIll~lc..llllId 1\ ," Amerlca 0nlInt. NIIcom. Mel f;
; ohr 1nIImII oIlO1lnp. i _Ill othorI. ~

J AT&T.IIIgln dnd-lllwdc:asl III En\ltIlchedclllll-lVoporators.,
.....1lIIlonwtde ............ MCl·NIws Colp. Illd oI\lIr DeS

: ..~ ~
~ 1IaIa ...1lIIWlQ..... ' 111M. fIlS. AnlIIlMI CMII_nl ~

,.~~d_~~~:",,\}'~,.,.:.;i.r·~_~>~~1-t.
~J~·At.t_""';"w."',,· '.":".. , ". ':~. \ ;" '::'\~/;";'" ;\.:,:~. ·..,J.~•. t.

IIlIllJl1llhllC allr.mll 111.1 Ill\! IoClII III!rYke
pro,lder. Sautllen NllW EIIIaM~
_nleal_ Olrp.. has had In sellin«
1un1(-tlI.IIUltt ""nice 1u ,tule rnklelll:l.
SNKT Ilready has rrabbtd t~ of lhe
Ionl[-dlalanct! markel In lhe Illie from
ATIlT and uthen - ralIIl1I \110 llarml..
prosped for ATlrT of mine ulmllar Iban!
In oilier silies u the Baby Bells becln
Ionr-dlll"nce business. So AT&T Is welrh­
Inr whelher to oller connecticut CllSlomen

8)' JoIoI J, ItIL.LD
1kJI1l~ _/..- WALL STa....I-......

The war oyer local le\epIlone senlce
hasbeCUn.

ATn Corp.• taklnclbt oItenslft to foil
local phone mmpanlel almlnc to captIn
Its Ione-dlstanc:e business, Is preparlnc
JlfHIllpllve dlscounl pr1dnc for local
phoM service In numerous U.S. mal'
k~ts.

TIle Ont of thne prlc:ln« mOYes came
yal~n1ay In the illinois man.et mnlrolled
by A-"ted! Corp., a Baby Bell. AYIoT
said II wuuId offer new C\IItomen three
montlla of flft, unlimited "1oca1·toIl" caJl­
Inl: In the IIl1nnl!~.n-toll callsllO
bcy,,"d a klcal nllll1let without crualnc
IonC-dlslance Iloundarles. AYIoT abo laid
IhAtlt _tid exlend deep dlsaMll'lta 011 Ita
lucal rales lheruller and thai l:UItomen
could apply lhelr tocaHoIl caIb to Ibtlr
cllrnnt AT&T discount pia",. r!Y1n« lhem
even Iarcer dlscounta on Ionc-dlstance
""nice.

AT"T IIln!ndy ""1.'1'II dll!llJllull calli In
california and New York. but Ibt plan
unveiled yesterday Is one of Ibt Rrsl to
oll~r 'ree call1nl{ to luren~ - and
II prtliAK"" '"rther uUrnslve maneuvers.
"In I'UIlIllClIlIve IIl1l1tl'lII ytIIt ClIn utily be
arctnSlve, r!vlnclbt l:UItomen "Iue, or
yllli will lose:' saya Joseph Nacchlo.
AT&T', l'rc,l<lclIl ul t""Slllller ICnko.
Noline lhe new compelllion lor ATIoT'.
klllll-ilL,lnnce clllltnmcn. Mr. Nacehlo
YtIWI IhI\I "we will be Ule market leader
when the dust settles - Ind will be u
awns1ve as necessary 10 eetlhere,"

In Connectlcul. ATIoT II mnlemplltlne
IWoW prlre cull; as a way 10 thwart lhe


