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

Re: CC Docket No. 96-98

Dear Mr. Caton:

JUN 7 1996

On June 7. 1996, Tom Morrow and Janis Stahlhut of Time Warner
Communications and the undersigned met with Commissioner Susan Ness and
Jim Casserly. The discussion reflected comments filed by Time Warner in the
above-referenced proceeding and included reference to the attached documents.

Sincerely yours,

e~~
Carol A Melton

enc.

cc: Commissioner Susan Ness
Jim Casserly
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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)( I)
- Based on Cost: Economic Standard (TSLRlC)
- 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~ 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 l 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 llQ1 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.

Time Warner Communications June 7, 1996



TELECOMMUNICATION ACT OF 1996
SECTION 252 PRICING STANDARDS

STATUTE STATUTORY PRICING
REFERENCE FACILITIES REQUIREMENT STANDA'RD

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

NETWORK ELEMENTS 2.) REASONABLE PROFIT POLICY

I !

SECTION 252(d)(2) TRANSPORT & MUTUAL & 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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revisinc Its rates In illinois. Under Ihls
new plan. I five-mlnutt! call between ChI­
cacu Ind~ Glenview would cost up
to 21" less lJIaD Amer1tech's basic local­
loll rales. ATilT sap.

Wlih UIelr monopoly CIlRtrol of mosl
local cus'-S IlId phone lines. the BdIs
and GTEOJrp. CIlUId InDict deep wounds In
AT,,"I~ frandlbe. AUT,
alter apiJInblc 11ft Ita NCR alIIIptller bull­
_ and LIIccnl equipment unit 10 .hare-
holden. will be teft .ilb a (D('t! Ionc-dls·
lance busI_ Ihat IeneBleI some S50
bllllolllJl aaauaI rneoue.

MWlwbIIe. AT"r _Idlers say the
n~lll.,ny hu had a htll:" Il'II'T1'llllC' In
CIllitumer lIII1lUYet - the MH:lIlk.... churn
rate. One~ 1f1lo hu seen the num'
ben SlJS AT""s chum In the past nYe
months "Is up 35'10 ID 40'10 over the com·
""ny'J In.~t all-til1M' hlp" In mld-I9!H.

Mr. ""0.....10 .....y•• "Induslry "II,,", L~

up. there'ore DUn Is up. . . . There are !lOO
companies IJI the U.s. seUlnt Ionro(\lstanc:e
services DOW.".....---

lbItinued /in)m~ BI
eJlpenalve m;utclinr. inchldinr such com­
mon enlicrmenls IS SIOIl cheels. AT"T
and III rtnls In Ionl:'-dlslance cumntly
spmd IllIRIhan SIO billion annually 10 sell
senke.

Auocrilrdt 1~1S In'"'M' ATlrT's Rnil
major~ lIec:ause. Ilmull" the 1Ie1is. II
Is one 01 the farthes.t alon( In meelinc the
checklist IlIaI would allow it 10 Invade
ATIrT's lurf_ AT"T's offer of free serYIce
n,u.~ A'IJ:. 11100..1. 31 ,,0<\ n.vrr.< ("nil. lh;\1
Irolvcl II"""" Ihall I:' 11I11... III IIl1u..ls ""I
remain In tbe local loll caJlinr UU. The·
Chlcap-based Bell seemed to welmme
ATlrT'1 after - in part because the local
compeUtIolI could help Amerltecb ret Into
Ihe Ione-dislanc:e markel even sooner.
"Frft_like pn!1I)' acrresslft com~
tillon 10 .:. sa13 In Amerltecb spokes­
man., ootIllr Ihat Amerlledl offen toIl-a11·
Inl dlscouDls bUt no free serYIce.

In addition 10 the lree oller. AT"T Is

market. and recular local service, II SI\lO
billion busIness.

But neither will be elS)' plcklnp: The
snen Baby Belli musl meel I "checllllsl~

of requirements 10 ensure the)' have
opened thrlr local monopoly to compellllon
before belne 1lI1owed Inlo IonC-dlstlloce,
which could lake some 01 them lwo years or
more: In local service. new rivals must
renl local linea from Ihr lIells and other
IIIOrIOI'OlIes or, In a costly and less likely
alraleu, build local nelworks 01 Ihrir
own.

~'lIr AT"T, Ihe freebie oller In AnlCr!·
lech coun'ry and lhe planned acllon In
Conner.tlml mnsl likely relied a rr:;olvr
tu protecl Its Iolll-dislance base 01 90
mllnon CUStomers by keep!nc lIS new
rlvell; buay pmtecllnll their IIwn IlIrf.
In Ionr-dlsllnce, AT"T cul1l!lllly hu In
edce wllh c:onaumen and 1'IllIr\II)' a 60'10
ahare.

In recenl yeln, lhe prices 01 1oII(-d11'
la,,", 1/!l'V,", I""" IIW' hit: Ihl'ft pr1"
vklt.'l1I - ATIlT, Ml1 e--akalloa
0Ir1J. and s,rtIIl Corp. - hne usually dll·
lered by about a penny or Iwo a mlnule.
ThaI Is lIound 10 ehaftltt! onre new Ionr-dls­
IAou. enlmnts slIch lis lhe ncl~ n~lIr III.
AUT 1I1111C1ln III have 1"1k1llltl,,1 1111I1
chillenle - by culUnl( prim un lhe klClll
lrool mlhrr IhAn romlng Ill' wllh yel
IInoll,,'r d"'",",ollllllllllllotll(~lIslllncc.

lIotdlnr OIl 10 cuslomen Is cnld,,'
As lhe 11'1...,111I r\Vlllry IIrAls "I' IIIMI
ATilT 111I1 Ililler cKrrlen lIIove IIlWllni
offering a bundle 01 local. Iong-dlslance.
wireless and vld~ services. SIIch package;
could help AT"T ",lllln cl..lUIllCn wllh'"1l

Plf!fI$(' lllTJI to I'ttgr RI5, (bfIlHlIt f

II IIItI nile II' nwe l'l!n11 per mlnule on all
mill - lonI-dlsllnce, local or loll aervlce.
ThAI would alllOllftl 10 leis lban half the
currenl dlS<.......II~'d mles.

Thr Ialesl moves Indlcale IlIaI Ihr
Rnl hll( halllr.l(mund In lhe new era or
photle Clllll(lt!t11l0ll. broIllbl lbout by Ihe
lelecommunlcliions dereplatlon law
passed earlier Ihll year. wIll he In local-loll
calla. Ultlmalely. IIIe rlc:hal ternln 10
capture will he loII(-dlltance•• $10 billion

.6;~·:_lijrii:Mt-:.,~~~
.... , L .-.l'~" .~.J."?';_\,

'l~ MCJ. Spit WIIldQlnI. -HlINIIIr .....anlIn. In .....
............GTEand_ .

1DaI .....-.... ~,

Ftild to _ II 50 .... Cumnt qAmIIItIdl, SIC·PacIIIc Tetesls· . Bel M
·'IllIt ......: MIcllIOM. f, AIlInllc-Nynll' ;,
01 CIIIIamlI VOlkIllllT_. .. '1
; --. 30'11o . Bells, GTE. SpftnI and-. PCS r'i....-, 10....... .-..
IDIft.....lMIe p M

, ATlTWcIlIMIIIIIW:I-..ad II ", AmIrlca 0nIInI. NIlc:Gm. Mel Ii
: athIf 1nIInIIl1llll aIlerInp. 1.11I olhIq. ~

• AT&TIII -lInIIdl:ISI /II EnIrIndlIdCllllt-TVoperlton,.
..... 1IIIIanwIdI .._. MeI·News Corp. and ... DIS .

~ , openIon ~
.' 1lIII ...1IIlWlIIlI..... . 1f\M. fIlS. AndIrIM t:nnIIlDlo... .:
,il.......... ('Mel ~
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Illl'JlI1alllll IlIllT.lW Illal Ille IucJl1 IlerYIcc
pnlYlder, s.tllen New IIIIaM~
IIIIIRleal_ Corp., hu had 1ft Hlllnr
1onJ:-dblllll« ""rvkc 10 slide I'1!Iklellls,
SNKT alrudy has rrabbed I"' 01 lhe
1nn1(-d1llAnce lIIII1let In lhe .lale from
ATilT IlId IIIhcn - I'IIIInr Ibe llannlnl
JIfOIIIKlfor AT6T 0I1osI1lI1 .Imllu .hIre
In other Ilaies as lhe Baby Bells beI1n
1onI-dIsIIUlce l>uslness. So AT"T IIwetch­
Ing whelher 10orfer OInnectlall CllSlornen

By Jotot J. KIWa
St.n 11__/,.,. w...........-I_AL

11le war onr local lelephone sen1ce
hasbepa.

ATlrTCorp.,lakllll the oIIenslft to foil
loCal pboM Ullllpania almllll 10 capture
lis Ionr-dlslance business, Is prtpU1nc
pt'HIlIpllft dlsalunt prIclnc lor local
pbone strYlce In numerous U.s. iliaI'
k~lS.

TlIe Rnl 01 1'- prklnlt _es came
ynletday In IIIe illinois martld controlled
by "*,,,ed1 Corlt.. I Baby Bell. ATIoT
said II wuuld oller new CIIIlomen IIJree
monl.. 01 free. unlimited "locaJ·lolI" c:alI­
Inl: In Ihr illinois~. Thesr loll calltlO
1>c)'UI1d a local nlW1lel wlthoul aoalnc
1onI-dlstance 1Joundar1es. ATlr:T also Aid
Ihlltll _lid nlend deep dllaJunll on III
local rales lhereiller 11III Utal CUltomen
could Ipply lhdr IocaHoII calli to lhdr
cllm!lll AT"T discount plans. r1Y1nr them
even Iarc« discounts on Ionr-dlstance
M!nolce.

ATIlT IIlmuly uRt.'fI dlt!ll(llIIIl mill In
C&lIIomll and New Yot1l. IIul the pIu
unvelkd yeslerdly Is one 01 the ant to
oll~r free calling 10 lure newcomen - and
II ~K"" furlhrr ollenal,e maneuYt!n.
"III 1'IJIIIIIClIlIve IIIftrkelll JIIII ClIn only he
agreulve, (I,ln, the Cllltomen ,altlt, or
yOIl will lose." saY' .loHph Na«hlo.
AT&T', ,...",ld",,1 ul <'Ut's""..,r ","k<'S.
Noting Ihr IICW compeUl1on lor AT"rl
kllllf'fl151l1oce Cllllinmen, Mr. Nllc:chlo
WWlI IIIaI "we will be UIt! markel IeIder
when lhe dusl sellles - Ind will be u
aansslYr as necessary 10 ~I Ihrre."

In Connccllc"l. AT"T II conlemplallng
lIew Jlflce coL' AS A way 10 Ihwlrt thr


