
may be provided over the t~L~0 111}1uni5~,~tiomL~~rvi~s(transmissIOn services) which are obtained

pursuant to Section 2<;,4(h) In('ed nothing In Section 2."14 prevents the resale of non-

telecommunications servIces th, are accessed bv means (,f those telecommunications services

which are eligible for universal 5Vlce support For instance if a school or library obtained

telecommunicatIOns servIce" fr( n a telecommunicatIOns pnn Ider and used them to gain access to

non-telecommunications servlCi , such as t he Internet or (Ither enhanced service offerings, then the

public institutional telecommunatlOns user Vliould be tre<: to charge the public a fee for utilization

of the Internet or other enhanct j servIces (although not tn, the telecommunications service itself)

There would be sigmfic I1t problems assOCIated vvlth ,111Y plan to permit eligible entities to

share. sell or transfer the telecc nmunications service" obtallled to non-eligible entities For one.

non-eligible entities should not le permitted to obtain the benefit of the universal service discount

at which a school or library IS d de to obtalll a telecommUnications service. either directly or

mdirectly Secondly. it would ppear to be an insurmountabie task to distinguish between eligible

and non-eligible uses of the sal e telecommulllcatlOns serV1C,: by multiple entities 15 Congress

cannot have intended that the l liversal service proVISions of the Act should be used to create a

national subsidy which promot s bypass of telecommumcatlons carriers' telecommumcations

services If a school does desi! 'to resell the telecommunications services themselves, it should be

required to do so as 31 reseller ithout the benefIt of any Jniversal service discounts

For instance, a school nay have been able to obtain better rates through use of the
universal service funding mecb misms and a competitive hidding process than it would otherwise
have been able to obtain and Sl ould not be able to over-order capacity with the intent of reselling
the excess Otherwise. such er tities could themselves become telecommunications service
providers tor their local comm mities, and distinguishing ~chool and library-related "educational
use' from other uses such dS 1:' :neral busmess .Ise Wllhlll the communitv (especially where
accomplished over residence lies) would appear 10 he Virtually Impossible
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************************* ****************~***********************************

I I lfJh~ answer to the tlt:~t luestHminnumber JOi~:.y~..,,-" should the discounts be availabJg
only for the traffiC5)II1g1 NQrJ(,Il,~~ attrib..ll1.CibklO lhe_edu~Ci1iQDill entitie;; t)1at qualify for
th~ ..S~1i9.D2~4_dis_(;()un! ".1

A:-- explained in the pre\ HIS answer, no such sale. "esale. or transfer for money or other

thmg of value is permitted Of mrse. if the CommIssion determmes otherwise, then, at a

Imnimum. the discount made a\ Jlable to the public Institutional educational user should not be

permitted to mure to the benefit )f the non- eligible entity '.vhlch is the purchaser or transferee

r0 do otherwise would far eXCt ·d any reasonable interpret ation of Congress' intentions in

limitmg the Section 2<:;4 discoU! s to a narrow categorv of entities

************************~ ********************** *****************************

Under BellSouth s FTS lroposaL 1he natIonwide size of the fund would be determined,

using the Partial Classroom Me leI Then each school would be provided its allotted amount

based upon criteria established v the CommiSSIOn and possibly varying to account for social

policy For instance, each schul could be prOVIded WIth 1he same base amount plus some

variable amount based upon fat ors such as the number of students Each school would receive

its allotted amount either direct. or through an appropridte cntitv such as its school district or

state. depending upon state l)r lcal law requirements

The term "block grants IS mappropriate because 11 connotes competition between the

recipients of the funds for thosl fi.mds On the contrary. under BellSouth' s proposal each school

would be allotted its amount b"ed upon nationwide criteria
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***~********************* ****************x ** *x****************************

I ) Should discounts tc)[~~1 191s. libraries,2cnd h~(lJth_ cM~ovideruake the form of direct
bjUiJ1R-Credil~foltgiecol 1ll1JIn15:(lti(H1~:-;~rvicgs PIo\icieQJQ~ligibl~institutions')

[t IS unclear what tht:' C, mnJSSlOn means b\"lneu hliling credits" If this means the FTS

approach then the answer IS in '1e atrirmatlve Lnder FTS each school would have a dollar

amount of support allotted 10 it md would be permitted to utilize such amount among one or

more telecommunications carnt s and one or more servlccs The school could be provided With

vouchers or an electronic funds tccount to be used fen payment TO the telecommunicatIOns carrier

01 C<lrners providing the serVll or services for which the ,;chool desires to utilize all or a portion

of it s allotted funds The telec! nmunications carner! ,,) \\ ould then submit the necessary

documentatIOn to the admmlstr [or of the universal service fimd for receIpt in turn, of

reimbursement (or credit agaim its obligatIOn to contribute to the universal service fund) In the

amount shown

For health care, a credit )r voucher system would not be required Rather, the bill to the

rural health care provider \Nouli simply display the urban rate as the charge being assessed It

would then be incumbent upon he telecommunications carrier providing the service to report to

the administrator of the univers I service fund the rate assessed. the rate for the comparable

servlce in rural areas, and the d ference between the two III order to obtain a credit toward its

obligation to participate in uni\rsal service mechanisms Of course, some auditing mechanisms

\V'ould appear to he needed to ( ;sure straightforward l:ompliance with such a reporting

mechanism
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************************* ****************************************************
14 If the discounb_areilisbl rsed a~bJockzrantsJo.?!a!~sQ[asdirectbilling creditsfor

schools, libranes>-QIlQbttlth_~,!reJ2[oviders,~hgtIf(lny,m~asuresshould be implemented
tQ g§sure_tbatJb_eftmds 11Q~aJe:g_for_dj~~Q.!1l1!s are used fo[tbe:ir intended PllmOS~~

Whatever mechamsm IS hosen to assure that umversal service funds are used for then

mtended purpose should be one ,vhich does not Impose unnecessary or burdensome administrative

processes or duplicate educatio al admInIstrative channeb at the front end BellSouth urges that

a means be found to assure that he '\chool recipient ofth(: tll11ds has a plan to utilize such funds

consistent with some legItimate 'ducatlonal technolog\ plan whether at the state. school district.

or school level Some states l)f.chool dIstricts alrea<l\ have such plans and a means for

overseemg an individual school . own plans

The Commission shoule! encourage states and/or school districts which do not have such

plans to t(>rtnu]ate them In orde to afford indiVidual scholds WIth the gUidance which may be

needed once funds become aval :tble Individual telecommunications service providers should not

be the entltv responsible for ent ,rcing a school's use of universal service funds for educational

purposes There may be a role ;)[ each school district or state or even the universal service fund

admmistrator or the ComlTIlssil I. In obtaIning reports trol11 schools on the use offunds and/or

auditing such use, as may be demed necessary frorn time to lime. in order to monitor the use of

the universal service fi.mding an ! Its Impact on the advancement of educational technology in

schools. Schools and school dl tricts already have budgeting and reporting processes that

universal service matters could Ie incorporated into For private schools, libraries and rural

health care providers, similar 11' mitoring, reporting and auditing could be performed for the

universal service support whicl they receive
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************************* **********************"*****************************
1.;; W~bilLis the least adm1J1l' tnltivelyJ2urdemPJ:n~ r~.Q!1LL~m@Jthat could be used to ensure

that reguests for sUJ2QQT;:g.lel~(;Q!l1):n..l!.I}i(;ati(ms:)~rvi c~,'U![~hQI1('lftdereguestswithin~b.~
1D!~nLQL~giQn254(h}'

It IS recognized that a p1 )cess which is hurdensome or complicated would not be

desnable On the other hand tl .~re IS a need fell cooniinated and compatible educatIOnal

technology plans One means t , determining bona fide requests could be for each school district

to publish a list of those school: which it certifIes are 1Tl compliance With the district -s education

technologv plans, are prepared ) Implement telecomnlunlcatlons services for educational

purposes. and are therefore elig)le to make bona fide reqllests fcx services under the

Commission s universal sen'lce lrogram There may alsp be a role for the state to determine

which are eligible mstitutions f( umversal sen/ice under the\ct Similar mechanisms would need

to be found for private schools ibranes and health care providers It is unlikely that such

processes would be abused. hw rhe ('ommisslon should address what remedies would be

appropnate In such an event

*** *************~*****~* *******************~********************************

16 What should be the haSt servlc~.Q[icesJQ whicJlgI~(;l)untS for schools and libraries are
applied (a) total servic long-run incremental.c;Q,s:tlhJ short-run incrementalcosts.,;..u:l
best commercillily.-g.'v'aiLh!~Iat.~idltariffed ra~Lel rate established through a
competitively-bid cJ)!1Jr; c.L!n.,lYhich schools amLlibL('lfj~~articipate;(f) lowest of some
group of the above~ QL(~tsom.eother benchmark/.How could the best commercially

<l.\iailabIeI(ll~_!2.e.asc;elta ned->inJigb.tJ2Lth~ fac;tJD(lt 111(lnyiill(;h.r(l1.~na y be~~.t(lbIish~g
pUTsllj![lLtoc:.Qoficient iaI:QoJrllc:tllal ~JT~ og~ll1 ems

Rates established throu' h a competitive bidding processes should provide the base selvice

prices for schools and libraries ) which the FTS amount allotted to the school or library could be

applied This would allovv the nmpetitive marketplace to determine the most efficient prices

prior to the school/librarv's pU! hase of the service using Its tlexible discount funds Such an
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\ 7

approach would be consIstent \\ th the fundamental goal elf the Telecommunications Act of 1996

to I11crease competition and dec ease regulation Indeed, __ UCI1 an approach would be more

realistic than discounts off of "1 riffed' rates gl\ en that. a~ competitIOn increases. fewer and fewer

earners will be filing tariff rates ()r theIr services. and negotiated prices will become more

prevalent Moreover. such an (i lproach aVOIds the complexit v and lag time of other suggested

approaches such as trying to de'rmine the lowest pnce al whIch the same or comparable servIce

arrangement has been offered t< other customers, If or the total service-long run incremental cost

of the service arrangements Ii uch an approach would a\oid the need for collecting and

mOl1ltonng data for the broad a d mcreasinglv expanding range of services which are provided by

so many different servIce provH:rs to so many different CiLstomers

17 Hc>.w.. sholJ.!d dI~Qunls b'applied, iLglLjlJLfQI sc:!lools gndJibraI!~LancLrural Jlealth_g<lIe
m:c)\/ider~lbati:!I~ curre! lIy r~c:eJYm.KspeC:laJ rates

Under the FTS approac a school or library could obtain the service at the eXIsting

'"special rate" and apply its alll ted amount to 1hat "'specIal rate" or it could request competitive

bids for a new competitivelY hit rate and could apply its allotted amount to that competitive bid

Any attempt to tie the b Ise service price to the best commercially-available rate could lead
to an endless downward spiral Some LECs today in some states already have the obligation to
provide service to the state at t e lowest price at which service is offered to any other entity If
such a LEe today were require to provide service til public institutional telecommunications
users at a discount off of such I ltes, then it would, in turn have to adjust downward the rate at
which such service is provided :J the state government which would. in turn. require a downward
adjustment at which the SerV1C( IS provided to the puhlic nstltutlOnal telecommunicatIons user,
and on and on

As BellSouth indicated ill its response to Question # 9 note 13, the TSLRIC also has the
disadvantage of potentially disi centing carriers from activelv seeking out the business schools
and libraries and from actlvelv ttempting to identifY Irmcwative solutions to their service needs
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rate A nlral health care provid ! could choose not to contmue to take service under the existing

'special rate," if it already has a letter rate than the urhan ;ate, or It could submit a request for

serVIce under Section 2<:;4(h)( \ c\) to obtam the benefit c'fthe urban rate

I g W@J states ha~_~sJabll h.~QQi~~QJJ!lJ]I9.zr1lJl1sEiItel~~QmIDumcationsservices jlli)yicf~cJ

t():>s:llOQ~ IibrillI~.S~ anc tl~Cilth S:ll.l~]Loviciers 0 escnpt:' th~ prOgICims, .in911ilingJ:ht:'
me.as.IJL'!bkmlt<:omes at 1 tht:'a:i:iOC1'ited S:Dst s

In response to educatlol s need to offer students the ,rdvantages of mformation

technology. BellSouth alreadv I IS arranged specIal pnclnu t()! educational institutions Many of

these offenngs are m the form \ discounted exchange Iml' rares and distance learning network:.,

From \991 through J C)9S the \ lue to education of these BellSouth offerings was approxlmatelv

$<:;7 million per year For exam ·Ie. In Alabama. Georgia. LlllIISIana. Mississippi. Tennessee and

South Carolina a potential savII 1,S to schools of $47 Imllion per vear IS offered III the form of

discounted exchange lines mto Ie classroom /\dditionallv I n Louisiana. Mississippi and

Tennessee. BellSouth otfers lSI 11\ SvnchroNet or Megal lllk services at speCial rates to SUpp011

mteractive video, Internet acce~ , and other infixmatlOn services. with a potential savings to

schools of almost $\ 0 million a nuallv

In Florida. a 1996 Edul tion Facilities Infrastructure Improvement Act established a

procedure that allows provideI' [0 bid on telecommUI1lCallOns services to eligible entities,

including schools and libraries Winning bidders agree to deploy the infrastructure to provide

connections to the eligible faci] vat no cost, not to exceed $20,000 per eligible facility In

Georgia, Kentucky and North ( aro]ina, BellSouth is a vendor or primary contractor for a state-

wide network that provides eli~ ble entities. including schools and libraries and health care

prOViders with special rates fiY! 1hell' telecommunication~ services These state networks include
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the North Carolina Informatlon!tghwav the Georgia State\\lde Academic and Medical

((lSAMS) network. and the Ker IUckv Information Hlgh\\it\

BeliSouth has also collal orated with education and g<lvernment leaders to test the use and

value of the BellSouth network or distance learning. ,vitb d company investment of over

$16'100.000 during the 1990' s 11' infrastructure. technica I services and support of distance

learnmg trials Interactive net\\; ,rks connected vanou<, entitles 111 a variety of combinations to

learn about both the technical al J educational requnemenls fl)[ effective learning over the

net\vork The company's phYSI al Investment was augmented by support for education research.

teacher traming, community atl; rs and foundatIon on.~anllati()ns The tnals were instrumental in

Identrfving the potentIal f()r the lore comprehensive concept of an information highway and fOl

advances m educational unders! nding of the teaching dnd learning process

************************* **************** ~**x*~*****************************

19( a) Should an additional dis, ()JJnLb~:.£Iy.~.I1JQ~~.:J10oL~ aog lib.G!Ii~_slocatedl.ILrur<!.LinsulaJJ

hlgh=.Q.Qst and_.e.Q.QIlQll1l!=. Ily gi~aiLv-'!!1tagG.(Lareas')

This is a social issue wh·h should be decided hv the Commission The FTS approach

could easilv allow for such con~ derations. as the amount (\lIotted to schools and libraries located

tn such areas could be increase( above the usual amount

19(b) What percentage.Qft~l.e Ql!lmunication~servic.e--,"-Je_,g ,Jnternet services) usedJ2Lschools
(!n~ljbrarie~_ in _~l1c.h ar.e:. "(lL~QfJ~ill!Ir~ tQUc.aljs')

BellSouth does not have the da I which would he required tn answer this question.
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***-********************* ****************************************************
20 Should the CommISS\QIJ J~e_some _existing mod~LtoQetermine the degree to which a

school IS disadvantaged ~&TitleJgIJb~ll(lJiQQaJs.s:hool,lunch programl1}Yhi-,::hJ.m~"

\YblltLjf ally>-mQciificati( nsshQL!Lcl,th~('OJlll)11SSIOn l11ak~ to th<rrIDQdep

This IS a question \v~lich vould appear to be apprc'pnatelv addressed by the educational

community and social polic\ m, ,ers

*x*x*****_*************** **************** *****~*****************************

2 J Should the ComJI11~jQ.D lseJLl'liding scale 'illPJQf!Cl1tt e.. along a continuum of needLcl[Ji
steg approach ~.&o. tb~ jft:l!ne assist~nce Pn~~mQrjh~ationaIschool lunch progralll)
to,allocate any~ddjJi.Qm £QDsideratlQ.!} giventQ~s.:bQols_'!mUibraries located in rurat
in.s!!lar,J1igh-co~taI1cie oQomicallYdi~a.9.Y~ntagt:d<\relll'''

Tim question appears t( he most appropriatelv addressed to the education community and

socIal pohc\! makers BellSoutl suggests, however. H1at undulv complex rules not be established

It would appear that the more ( Implicated the approach h. the more burdensome the process

becomes If the CommissIOn dl ~s determme to use a graduated approach. then the FTS approach

suggested bv BellSouth would (' easier to admmister as the funds to each individual school

would be determined at the out d when each school is assIgned Its allotted universal service fund

amount

By comparison, if the 111 !versal service program 'A ere administered by means of set

discounts for eligible services. \ Ith discounts varying school-by-school based upon the extent to

which each given school is dete mined to be disadvantaged. administration of those multi-level

discounts could become unduh I)urdensome and confusing tp both schools and

telecommunications carriers ali c
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Should separat~Juncijn£ necilam::;ms be eSlabllshed for s(~b()()h,!rHjJibIanes'!I1~Lf9J" rLiT'!]

b~<i!lbL:_'!I~ PTQvici~rs \

As BellSouth descrihed bove In tts response t(l Question #6 the mechanisms for providing

umversal service support to mr; health care providers and t(i schools and libraries are different

li nder Section 254(h)( I H/\) "r asonably comparable rat es to urban rates apply. and the supp0l1

IS measured bv the difference In he rates f()r rural health lafe proViders and rates for similar

service proVided to other custollers In comparable rural areas I Jnder Section 254(h)( 1)(B)_ the

CommiSSion and states set the ( nount of the discount 10 he ,>upported by universal service

support For an FTS mechanist under Section 254(h)( 11(8 I for schools and libraries. the total

amount of the Section 254(h H1 (B) portion of the fi.md \\, nuld be determined. as well as each

school or librarv'- s allocable sha ',~ of the total These anwunh could be drawn upon by a

telecommunications carner wht I It submits to the ti.md administrator its documentation. received

frol11 the school or library cllste 'lef. either as reimbmsement or as an offset to its universal service

obligation

Separate funds would hi appropnate given these dIVerse mechanisms If only one fund is

established. then separate accOl 1ting practices would need te' be established and stnctly

maintained

*****************x******* ********************** **************************
23 Arethe cost estimates~c 'ntaine~iDJh~Jv1cKillSS0"B.~port and NIl KickStart Initiative an

accurate fundil}g.~~tillHl I~JQLlbe.ciiscQlJJ1LPrj)vi.si()nstpL::;.G.bQQl::;and Iibrarie~assuming

th(1t Ji!riffeQrJ!t~sare LISCL(1::;lh~b(l,sej)ri~:.;')

The McKinsey Report i' ld '\III KickStart InitIative certainly represent a concentrated

effort to determine an accurate i.mding estimate to c( mnect schools and libraries Although

private schools were not inclucl cL it would appear that analogous funding estimates for private
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schools could be extrapolated a d the total funding estimate increased accordingly Above aiL it

is important that the size of the.md for schools and Iihrane:-.. he established so that contributors

will know the amount of the co' rribution reqUIred If the InitIal fund size is later determined to be

mappropnate based upon expel 'nee gained over time modifications could be made for

subsequent vears

-************************ *************************************************
24 Are there other cost ~-,,'itl nates av<:!ilabkthat ~(ln:-;eI::Y~1!~1b~J:m~;; for establishing a

funding estimatesJ2rJDl di~cQwltj2royisiQI~(lIlPJIcabI~ JQ_~~hQQ~and-'ibrarie~JlJ1dto
fllri!l_h~jlltD_car~Q[Qvlcit s')

The McKinsey Report II ts three other studie~, 'which estimate "the national costs of

connecting all public schools IC' he NIl' I S BellSouth is nntlware of any similar study for rural

health care providers

************************* ****************************************************
.2 ~ ~r~_ there any J~c:!flc:c:' st~_~!iI1}1l1~~Jh~lii~tcire~s 1h~ .dj ~.cQ\JI11 fu!1J;ii ng estimates XQX

~ljgiQk.m:ivate s.c:h<)() Is' ,

BellSouth IS not aware, r' anv However. it woulcj appear that the per school funding

amounts estimated by the 1'v1cK 1sev Report could provide u:-..etll1 data for extrapolating the costs

for pnvate schools

McKinsey Report. App ndix B
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**********************~** ***************** **x*******************************

High Cost Fund

General Questions

26 If the existinKNgh-cost ,]Jpport mechanism relJ1all}~_LJ1 place (on either a permanent QI

temporary basi~l._whf!tI lodification~,jf<iill'o_are req]J1r~..QJ&C::9mply~itll th~

I~l~C:Qmmunication."'\\. oJ 19.9§)

The eXisting high cost Si pport fimd (the eXisting { 'ni\ ersal Service Fund which is

adminIstered hy NECA.) IS nol ' ItIiclent TO handle the funding of universal servIce in a competitive

envIronment It would reqUIre lIch substantial modifIcatIOn 0 complY with the

Telecommunications Act that II nakes more sense to sllnply >;tart over and design a new fund

which accomplishes the goals (I lhe Telecommunications \ct The current USF provides minimal

levels of explicit support to lar~ . companies sl11ce it generall\ only deals with about 10% of the

COSh that are 111 excess of II ,0 of the nationwide average cost Other than costs assIgned to the

interstate jurisdiction by thelUl ;dictional separations gro-;s allocator. the remaining loop costs

ovel I I :'\° 0 (but less than I ':;0°/( are the responsibilit\ of 'he states. and. as such. they are mostly

recovered via implicit support \nother problem is that the current support is calculated at the

statewide level rather than for' nailer areas Within the state and therefore is not targeted to the

truh high cost areas.

Furthermore, the existil ~ high cost support mechanism can only work where there is a

single provider of local exchan~ l~ service Once competition is authorized, companies should

transition to the new mechanisl or else the eXIsting high cost mechanism will need to he

modified to allow multiple eligl de carriers in a given area
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************************* **************** ***********************************

27 If the high-cost S!illQQIl ,ystem IS kept InJ~1ll::~fQrnJJalareas, how should it be modifi~g

tQt<:!rget the ful1ilJ2~tt~r ll}g~QIl~LstentlLwithth_E: rele<:QlnmllDj~ations Act of19_(L6'?

BellSouth makes no spe 1fic recommendation~ at 1111S time

28 What are the specdi<;'icl antages and disadvanIi:!&e~Qfbasing the payments to competitive
carrier~_J21ltheb.QQ_keQs "Df thE: il} <:!!11}b ent 10caIexch(j__ll~g<:![rieL~rating in the sam~

~IYi~E:.flre(i,)

BellSouth assumes t1m uestlOn IS addressing t he new federal support mechanism

envIsIoned by the Telecommunl at10ns Act of 1996, not the eXisting high cost mechanism

As BellSouth noted In 11 comments, there arc Lonslderable advantages to calculating

support it)!" all eligible carners f lsed on the Incumbent LFe '-, hook costs Those book costs

pro\; Ide a rehable estImate of th cost of provldmg "el"Vlce In that area They are not theoretical in

nature, but Il1stead are grounde on the actual cost involved in building and operating a network

throughout the given area

As pointed oU1[ In Gord< n and Taylor [pp 9-14], haslng payments (/llltalZV on the

incumbent' ~ book costs enCOl\l ges competitors with Incremental costs lower than the

mcumbent's incremental costs 'l'l'entuallv win over the opportunitv to provide service (ie, to

win over the incumbent s Cllstl' ners) ThIS is because the support that is initially set equal to the

difference between the univers, service rate and the I11CU mbent' s per-line book cost may prove to

be greater than that needed bv competitor with a lower I/Icremefllal cost to match the price at

which the incumbent provides 'rvice In facL by receiving the full amount of the support

received by the incumbent, the nore emcient competitor could offer the same service at a price

helOll' that set by policy This ,uJd encourage customer" tel shift to the more efficient
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competitor This process has St eral advantage" FIrst the portable support payment ensures

that the most effIcient competlt; eventuallv serves the cu"tomer 19 Second, it provides a strong

Incentive to the Incumbent In bt orne more effIcient rhlT d 11 offers the Incumbent the

opportunity to recover Its past, ld present. prudentlY-I ncurred. aclual costs Fourth, the support

payment can be determmed easl , bv reference to the lJ1cumbenf s well-publicized book cost,

WIthout reqUiring contentious a d protracted proceedmgs for establishing the incremental costs of

all cnmpetmg providers FinaJl' it avoids the need fOI unproven mechanisms like cost proxy

models or competitive bidding ,ocesses to determIne the 'I1Itlal level of support: the market

mechamsm ensures that suppor ~oes to the most efliclent provider

**.0****************_***» ********_******.x_**_. *****************************

29 Sbould price C<!PJ~S2Jll..lli1 lies beeligibI~.J9lhlgh-co~tSllQQ.Qrt, and if not, how would the
~0gusionof pri<;~.g.ap.s.:. rrieI~Lb~i::QJ1si~t~m~ltb_th.~.nr.Qvisionsofsection 2 L1w.Q.flb~

Communicatioo,s,A.c:C lth~.gl1~rm!tiy~-,- Sh~2U IgO Igll-<.:-Q.'l.Lsll12P9r:1 be str.ll.<:;JllI~

(lifI~I~l}llyfQLQri<:;ecap'trriers thall.for ()Ihel earners')

Within any given area ! gh-cost support should be provided on a consistent basis to any

eligible carner serving the area With regard to the new lil1lversal servIce fund that is envisioned

by the Telecommunications >\c it would be contran to the \ct to deny support to an "eligible"

carner because of the way It is egulated Indeed. the fac1 that the act calls for support to be

prOVIded to multiple "eligible c ITiers" in any area served hy ,1 non-rural company clearly shows

that companies other than rate- 'f-return companies should be eligible for support

The Joint Board and th\ CommiSSIOn could. if it vvished, initially leave the existing high

cost support mechanisms in pia e for those areas served hv --rural" companies and in which

As was noted in BellSo Ith's original comments, ita component of universal service
support IS established to deal \\ th the reserve deficiency then this component of support should
onh be available to the carnermt incurred the reserve defiCIency (i e -it should not be portable).
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competition has not been autho zed as well as establish a I::omprehensiye universal service

mechamsm Such a bifurcated pproach should eventualh transition to a smgle natIonwide

approach to funding ul1lyersal S iVlce

~**~******************~*~ ***************~~***,~*>*****************************

)() Ltj}rice cap compam~~UJ ~not eligible for supportQLreceive high-cost suPport.Qllji
different basisthan(JJ:.h~ ~a[rie~what shouIcLbet~~_definition of a "price c-illi~

cQmpany') WiHltQ~Qllli' Inie~J2articipati'lgJJ:U-L;;J1l1~-,bul nol~ federal, price capJili!.nJ2~

~~_emed price CiW_i2DITlJ2' nies~~_Sh...Quld ther~J2~suiJ.~Jinction between carriers. operating
IJIldeL pric~ can~~m:LL:fllleIsJhat.bave agre~g~ J(,E(l~pecifie.~!od oftime~-'imit
m(;[e.~~~_~j!L~JDe.ill all ate.s <t.Sj21111 Q[a "~()(;Ial contI <tcJ·re.-ill!L'!t()IY-ill!J2T.Qll(~bq

With regard to the nev,,:omprehenslve ul1lversal ,enlce fund that the .Act reqUIres that

the ('ommlssion establish Sectl in 214(e) does not permIl eligibility to be differentiated by class of

carner Once a carrier IS deslgl ned as an eligible carner "uch carner "shall be eligible to receive

universal servIce support . (\ ectlOn 214( e) 1 The\ct ,~stablishes the criteria to become

designated as an eligible carriel The criteria are based on providing universal service to an area

and advertising to the public

With regard to the eXIst ng high cost support mechanlsms_ there may be an occasional

instance under a bifurcated app oach where a 'rural" I,'ompany serving an area in which

competition has not been auth( lzed is operating under price cap regulation In this case, the

pnce cap carrier already has it I Ige incentive to operate ,IS efficiently as possible and keep

operating costs at an efficient I \/el In thIS case there IS no need to deviate from the same

standard of actual costs that IS sed for rate of return compames

BellSouth Comments



************************* ****************************************************

11 If a bifurcated planJh~l vQ!lliLallQ\YJh~us~QfQQlLLL:osts (instead of proxy-<,;s)stu-~~r~

us~~LfoI ruralJ.;Qlnp~D1e: hD\ysllQUIQ rlJmLcQm'pj:lni~~ pg ,q~fiJ:1~')

"Rural" companies are l -tined in the Telecomrnunlcalions Act BellSouth recommends

that the Act s definition he usee To the extent a bitlJlcated approach is adopted, it should only

be an interim approach, long-te' n, all areas and companie" should tranSition to the new,

comprehensive universal sen/ICl support mechamsm mandated bv the-\ct

,2 I(such a bifurc~at~_~l!.PJ )~~h..lliJl~~~?hQuIQJhQ~:~aJners mitially allowed to use book
costs eventuallyJransitil IJJ9__jLPro~sy.'item OLa s):stem of competitive bidding') If th~,~Le

companies areJran_~itlQn~QJrQ!npj)_ok,~_Qsts,hO~Ynlong should the transition be~,What

would be the baSIS fmJl sh:~osLasslstan~etQcOlTIP,et1tmsJJJJder <Lbifurcated~Q.PIoacb,

b_QilijDitialJy aI}QQt!fJrlg 11mill'l!iQn12~nQQ'7

Eventually those comp; lies operatmg under I he ' old" system should transition to the new

federal umversal service fund () long as new entrant-. are treated the same as incumbent LEes,

this transition can be done on a !radual baSIS

The difficulty with anvl ansition will be to ensure that it is done in a manner that is

initially revenue neutral As w? noted 111 response t('l question 3, proxy costs should never be

mistaken f()r actual operating c sts Compames need to lontll1Ue to have the opportunity to

recover their actual costs Thu if umversal servIce support IS ratcheted down during some

transition from book costs to p lXy costs, then the affected companies would need to be provided

the opportunity to raise other r tes to capture the shortfall It is imperative that all companies at

least have the opportunity to n over their book costs
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********************** ** ************************* **************************

13 If a proxy cost model IS ised, should carriers5~!YiD.g_areas\Yith subscription below a

certain level continue to ~(':~JY~llSS!st(il1~atlev~ls clj[n:mlIYJJroduced undeUhe HC[gtnQ
I2I::r~1Jy_eightin~Sllbsidj( )

The level of subscnptlo! ",hould have nothmg 10 dt, \v Ith the proper specifIcations of the

proxy model or the existing hlg! cost fund and DEM welghtll1g mechanism. As all carriers

transitIon to the new universal ~ rvice fimding mechal1lsm there will no longer be a need for

separate loop cost and SWltehm cost support mechamsm', The proxy model, if done properly,

.;;hould account for the cost nf .... Itchmg and loop III a ,:ornhllled manner Of course,

nnplementation requires re' em ' neutrality If the ex htm!.! level of high cost support and OEM

weighting support exceeds the. nount that a given company would receIve from the new

umversa] .;;ervice fund, then thaI ._~ompanv would need the ability to adjust the prices of its services

to make up the reduction In "'ur ,on

***x********************* ****x***********************************************

Proxy Models

q What, if any, programs III addition to those aim~ill.1high-costareas) are needed to

ensure that insulC!LC!r~C!~ h.C!Y~_llffordabl~ld~c:orrlmunic:..aJimLs_~_Q!.ic~?

If the proxy model is su flclently detailed, then it should capture all of the variables that

could cause costs to be high 111 Isular areas Tim question POlllts out the importance of ensuring

that the proxy model is properl specifIed in order to produce a reasonable result~ ie, - it should

produce costs that will ensure t ,at the universal service sllpp0l1 is suffIcient to attract

telecommunications services pi .viders It is interesting ttl note that book costs cannot be used in

areas that are currently unselV't L since book costs do nOT eXist
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************************* **************** *** *~*****************************

,'i US__West h_as stateg_that In md\Jstrytask for~~'~olllgdevelopa final model process
utilizing consensus mOQI lilssumptions and illi!llLQ<iJlL'~US West comments at 1(2
Comment.Qn LS W_e~1~ "tatement,dis~J!ssing_PQteD1lallegalissues and practical
gonsideratlOns In lighJQ th~Iequir~m~r1LundeLlhI:Jq2Q-,-~1 th~t the Commission tak~

fingJ acti9Il JD J bi~jJJoce di l1Kwitbi rl~ix, lJlOIllhS of the JQLI1tIiCH~TQ'~[eComll1~rHj~d

ci~_~L~Ql1

If an mdustry task f<:llce s used, it must operate lIndel a strict timetable 10 order to ensure

It completes its work in time to Ie used bv May 19L): The industry task force must not be used

as an excuse to rndefinitely pOS1 lone the lInplementatlon l)f a new llt1lversal service fund It is

also doubttlll that anv Industrv Isk force that Include'> certall ' camel'S such as AT&T and Met

would accomplish anything In ~eneraL these carrier" [)enefit from the status quo and have little

mcentive to build a consensus t resolve the complicated '.os1 issues

If the rndustrv task f<:m IS limited to v\iorkrng on a proxy cost model that is to be

presented to the Joint Board an the Commission for t heit ,;onsideration solely for the purpose of

converting implicit support to xplicit support in a revenue neutral manner _then there should not

be any legal obstacles to the ta~ . force A task f<:)rce created for other purposes certainly could

present competitive problems a Id give rise to legal issues that would have to be resolved It is

impossible and inappropriate tc speculate what the precIse Issues might be without a specific

proposal

************************ *******************1********************************

36 What proposa~ifJl!lY., lave been consideredJ)yjnterested parties to harmonize the
differences amongl~\ t!:i9us -PIQ'0'-(2Q~tprQPQsals"What results have been achieved?

The Benchmark Costin Model has been substantiallv revised to respond to criticisms

from numerous parties Cincludl g BellSouthl BellSolith I~ in the process of reviewing the
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Benchmark Cost Model 2 whici was filed with the CommissIon hy Sprint and US West It is our

understanding that the Hatfieldlodel has not been made generally available for revIew In

addition, anv claims that the Ha field \!Iodel incorporates kev elements of the Benchmark Cost

Model are specIOus Based on hat IS available it appear'" that the Hatfield model only selects

trOll1 other models where such, ·lection results m lower C"lsl numbers The purpose of a proxy

cost model should be 10 produl the best estimate of I he t~conomic cost of providing the service

It should not be rigged so as tOilnplv produce the leveest possible result

***~********************. *******************~~*******************************

)7 How does <i..QIP--,XYlJ1QQI i Q~Jenmn~_~Q~t~iQLb)r()\IQIJ1.KimhJ;b~_defined uniy~rsa~IY~~

c:Q[~_servic~-,,,q

A properly specitled pn <y model will e"timate the forward lookmg cost of providing only

the defined universal service co '.: serVices, though 11 should Il1clude a reasonable share ofjomt and

common costs It is BeliSouth understanding that both the Benchmark Cost Model and the

Cost Proxy Model produce resI Its tor baSIC local exchange "lervice (which is the proposed

definition for universal service I

Of course, it is importaJ I that economic engineering designs and other key inputs be

properly specitied The challer ~e of designing a suitahle model is to specify the appropriate

mputs

************************. ******************* ********************************

38 How should a prox,YJlll del_evolve_to ac;countfor c:h~nges in the definition of core seryice:;
Qrinthe technical c;apll! ilitie~QfyariCLlIstYJ2gs Qf facilitLel")

If the detlnition of the ( lre services included \vithm ul11versal service change significantly

(tl.)r example, to include ISDl\ Indior broadband serVlce~. 10 every home), then the proxy cost
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model would need to be totallv ~vamped The engineenng designs underlying the model would

change as would other key IIlpU

be reviewed

\11 of the relationships between various inputs would need to

With regard to changes I the model to account fc)! changes in technical capabilities,

BellSouth believes the model sh 'uld not be constanth revISed Instead, the model should be used

only to calculate initial levels 01 ,uppon Subsequent Iv , :~upport could be decreased over time to

represent Improvements in prod ict1vltV through use 01 an mflatlOn based productivity factor

If ul11versal service supprt were constantly recalculated to reflect changes in technical

capabilities, then the result \'\inti I be unpredictable changes In the level of universal service

support Such an approach WOI Id violate the pnnclple of 1he Telecommunications Act that

federal ul11versal service suppor be specific and predictable

***~********************~ **************** **~********************************

~q Should a proxv modgJji countforthe_'<:_9~of'l~~e~~JQadvanced telecommunications ami
infQLmation seQ-ices as efer~nc:~di II ~~ction:2 S4{ III (If thgAc:J", ILSQ,_ho\:ysho1!Jd1bjs
Qc:c:~lr')

The proxy model shoul( be limited to estimating the cost of the core services Of course,

the core services proposed 111 tl s NPRM, when comb1l1ed WIth a computer and a modem, provide

access to the Internet and othel nformation services

With regard to other m( re advanced services Sectioll 706 of the Act calls for a

proceeding to address advance! telecommunications serVice"

One last point relates t( ,~alculating support for advanced services to schools and libraries

If the schools and library fund I set-up as proposed bv BellSouth, then there is no need to

calculate proxy costs for indivi, ual advanced service" S,JlOols and libraries would get the best
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possIble pnces they can In the c mpetitlVe marketplace and they could then use their fund dollars

towards those competltlvelv ne! ltiated rates

***.*****_**************x K*************** ***x*******************************

40 lfiulroxy cost modetJ.~ Ised, what, if an-Lm~~~llie_~~renecessary to assure that urban
rates and ratesi!lDlJllJL, l~ul~I.LandJ1igh~~Q~t ar~<!s4reJeasonably comparable'n1!;;;-L~l[ed

IDSection2i1ChltDof l~ 199(2j~c:t')

Use of an affordabihtv l' -nchmark cate will ensure that 'ierVlce IS priced at reasonably

comparable rates in all urban at I rural areas The afl(xdabllilV benchmark rate will effectively set

a ceiling rate for each state Scong as service IS pnced hdow the ceiling, the service should he

considered affordable and pnce should he viewed asreasonablv comparable"

*** *****~*******~*****x ******~****~:**** kx~'~* *****************************

41 How should sUQQQI]Q~ ;alculatedf9LlbQ~e<lxe(l.5(e g" jnsuJ1!L<lx~aSandAlaskgJJh<!L<ilt=
nOLL~ludesLlJrrQ~r th~ .. l Ql(StnQ.ciel"

A properly stmctured p )xy cost model can calculate proxy costs for all areas. including

insular areas and Alaska Indet L the Benchmark Cost \!todd :2 does include results for Alaska

***X********************~ **************** **x**x*****************************

42 ~'ill support calculateQ Ising a pro~!Dodel provl~'i!dflicienlincentive to support
infrastructure_ckYt=loQIT ~DL,!n(Lm(li ntain quality~er\ilCf')

Encouraging infi'astrucl ire development and service quality improvements requires that

service providers be assured th opportunity to recover the costs they incur in the process

Innovation and infrastructure d velopment often involves undertaking investments that are risky,

made even more so bv the pre~ nce of vigorous market competition If service providers cannot

recnver the embedded costs of hose investments, they v.. illlikelv forego any effort to innovate

and improve
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So long as any new uni\rsal service fund is nnplemented in a revenue neutral manner (see

response to question #3), incu\11 lent LEes willl:ontinue t,) have an incentive to invest in their

mfrastructure As long as the SI Dport IS set at a sutflclent level (L e . not based on an

unrealistIcally low proxy cost). len multiple compames \A ill have mcentIve to provide service In

anv gIven area In such a situat m. competition will ensure that service quality remains high Of

cour"e. in the meantime. there \ ill still be regulatory )versight of items such as service quality

43 Should there be recours, for companies:whost;booILcosts are substantially above the
~Qsts projected for therr under'LQIQXYJnodel q II~~underwhatconditions (for exampIs
qLwhat cost levels~bQ.\i ~roxYjlmQunt)5hQwci~(lrri~[~b~$ranted1LW11.1ver aIiowiQg
illteIn.(lri~~J.reatmet}t') .\hflL~ta_l}-,ii:lIQ~'sil~uJQ be lIsecl\'\Ih~]ln(,:1)n~dering SUj;}Lr~-'Luesls')

A proxv model produce hypolhef/cctl costs thelt ale not specific to. or even necessarily

representatIve of a servIce pro' der' s ({cllIal book C(lsb l'heretore .. the possibility certainly

exists for book costs to exceedubstantiaIiv the costs produced by a proXy model Since servIce

providers have to recover their Ictua1 . not hypothetical costs to stay Viable. it is critical that

alternative recourse be availahl! to those prOVIders for whOln support payments are Insufficient to

recover their actual costs Thu the hest approach f()I costing out a universal service fund is to

base it on actual embedded cos' If however. a proXY model costing approach is adopted. it IS

ahsolutelv llnperative that the I ·w universal service hll1d he 1mplemented in a revenue neutral

manner If a company is force, 10 reduce rates hy more than it receives out of the universal

service nll1d, then that would a rogate the federal pnce regulation plan that is in place, and it

could well result in confiscatio!

Another possible prohlln could occur fc)r a small company that is currently receiving

more support from the eXlstin.l2 high cost flmd and the DEM weIghtIng mechanism than it will
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receive from the proxy cost mOl d universal servIce approach If such an outcome occurs, then

thIS company would need the 01 )ortumty TO adjust its prices 10 maintain revenue neutrality

~**x******************x** .***************x ** ~*K**************************

44 HO\\l can a pro~_l]1'<;)Q~l )l::_mQdifieQ1Q<t.c:~QmI1lQ9(:lt~ technological neutrality')

,I\s pOinted out bv (jord, nand Tavlor (p 1')) technological neutrality is best ensured bv

"ettIng the initial level of SUPPOi with reference to the Incumhent provider's book cost Under

that approach, if alternative tecl 1010gies prove to be mort:' efficient than that of the incumbent

entn by new firms adopting thl ,e technologies would occur For example, new entrants may find

wireless technology a supenor ld more economical ,t1ternatl ve to the incumbent's wireline-based

mode of service provision 111 ru d or sparsely-populated area" In any event, the technology

chOICe of more efficient entrant win not he afrected h\ the incumbent's technology

The outcome of the cos proxy model bv definition should be technologically neutral Any

carrier that is an "eligible carne . would be able to collec! Illllversal service support regardless of

the technology it uses to provic 'service For example. even if the proxy cost model assumes

copper cable as the most efticit It technology to serve a given customer. an eligible carrier could

use any technology (fiber optIC coaxJaI cable. wireless technology etc.) available to It and stIll

receive the same level of uni\/( "al service support

No modifications need ) be made to the model to ensure technological neutrality,

provided that reasonable specd :ations are set at the beginning The model will. then, reflect the

most theoretically etticient tecl lOlogy for providing the COlT services on a universal service basis

Also. as noted in response t() q estion #1 R. if the cost proxv model is constantly updated to
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reflect more efficient technologl s. then the model wouldesult In unpredictable levels of

support. contrary to the principls of the Telecommul1Icatlons Act

M********************* * k*************** ** ~**x**************************

4~ Is it appropriate thut12r '''0'.modeLlldopted b} th~(Qmmlssion in this proceeding tol!~

~!!bieclJQj)roPIi~llnIetn<,:liQill',Qun!J~tsldch:<inlQd~Ij)~_(lJlublicdocument')

While the proxy model \ les not necessarily need to he made public, all of the algorithms

and Inputs need to he made ava able f(H detailed inspection hy any party willing to execute a

confidentiality agreement rhu a cost model such a..; the Hatfield Model. which IS built on

hidden algorithms and which is ot available for inspection. 1~ not sUitable for use in calculating

universal service support

************************* .***************.**.** *****************************

46 Should a proXJljTIQgeJ} adopteQjf.it:15_ba~J~d Qn mowietary. datflthat m.~_noLILt;'

'!\iailable fQIj2uj:)lisreYh IV')

See the response to qut' tion 4')

********************x*** ***********x****_***********************************

47 If.it:is determined thillopriet1!IY.-datashoulc!noLh~employed in the proxy model, ar.~

there adequate data 1211J idy available .Q1L~llIIenLbQ_()k_<:'Q~U>JQ...9~_yelop a.P.IO.B.JTIodeI7 If
~(l~JgentifY_J1J.e_~Qurce.<~ (If~1l<,:hQ(ll?

Publicly available data should e available List prices fe\!' cable and equipment should be

obtainable from a wide vanety ,f vendors Installation and lontractor prices should also be

obtainable The Benchmark C 'It Model is based on pubiiclv available data, and its inputs could

be used as a starting point AF \1IS data, which is filed annually with the FCC, could be used to

calculate overhead cost estlma's
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************************* c**************** **********************************

4g Should the malITmliD:_(lJ Jj2otentljtIil1}J2ort<t!1ce ()f jJrelQljeJ_<tIYinf9.Imation be considered
in~V(lluating tl1~ V(l[le)l!~ 'n~JQcls'l

As long as the model sp' :ificatlOns and the Inputs necessary to meet those specificatIOns

are publicly available, 'then it sh, \lId not matter If the (lctual data is propnetary

~**~****************** ~* ~*************** ***x* *****************************

Competitive Bidding

49-") How would high-co~.LQ' yments b~.determinecI_lJllq~J:cL~stem of competitive bidding in
areas with no competitic Ie How §hould a bld_9J.!1.&.§ystem be structured in order to
l2Jovide incentives fQr.s.:'· rrieL§.JQ.J,~_ompete to 5YQr!11Lthe low bid for universal service
support') What, ifW-,L ctfeguards.?hoJJJd b~1!.ehmt~J! to ensure that large companies do
not bid excesslvclyill.w ,2...driY_~YLcompetitjon'L What safeguards should be adopted 10
~nsure adequate quality If seIYi.ceuJ1deLJL~?Jem(~fc:ompetitivebidding? Howj§
collusion avoideQJY.D_eD Ising a_.s.:orIill~ti.tiyeQleEShould the structure of the auction differ
if th~[e are few:.hidd.rr§ If.:ill,bD\yLJ:J.Qws.l1ould tb_e CQmmi~sion determine the size Qf
the areas within.which_c 19i1iJ.~_(;'1rr~[§QLCLJQrlmiver~ill~erviye J>.uppon':> What is th~

(m1imal.h~~I-UQL .d~l~m nIn-R.th~ SlL':~9t 'JbC}.se (JI:~a S, mi2rder.1.Q..jlvaieL unfu.iLllc~Lvi:lJJtag~f(JJ

(~JJheLlh~.!l1cumP.~nt IQ\ d~xc:bi:lngei:'(lrn~rs 01 lornpeJiJjv.e':.'!.rrier~'!

Anv bidding process wi be subject to considerable gaming. A simple example illustrates

the potential for gaming Acce ding to the Telecommunications Act a carrier can be "eligible"

fcn universal service support if provides universal Sef\ilC(;' through a combination of its own

facdities and resale Thus. a c( npany need onlv prOVIde one loop over Its own facilities to be

considered "eligible" I'or uOlvelal service suppon ThiS company, if allowed rota the bidding

process, might bid zero simply 0 put a fInancial squeeze (1O 1he underlying facilities based carrier.

The winning bidder, which is p Imarily a reseller. does nnt need any support (except for its one

loop) However, the low-hall Id effectively ends support for the underlying facilities based

carrier This carrier needs SUPI lrt but it is unahle to obtaIn it because of the zero bid bv the

reseller If the reseller \vere a mior interexchange carrier. ir would have both the incentive and

45 BellSouth Comments


