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Actual _Rate

Monthly
($)

l
t Funded out of ICd:~li fund II__t state lowers rate to the ABR. _

(No state funding required.)

Proxy Cost

Affordability
Benchlnark Rate

Exanlple E:
In this scenano, the actual rate IS above both the proxy cost and the a1Tordahilit)

benchtnark rate. If the state chooses to do so, it could lo\ver its rate to the
affordability benchmark rate (ABR) and receive support out of the federal fund for
the difference between the proxy cost and the ABR. Or, it could leave rates where
they are and receive no federal support As in exanlple 0, if the proxy cost is truly
indicative of actual costs, then c0l11petition will drive do\vn the actual rate to\vards
the proxy cost.

In an v event. there is no need for an intrastate fund in til IS seena II ().- -
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ECONOMIC PRINCIPLES OF VNIVERSAL SERVICE
FUNDING

A. Overview

There are three soun~s to provide the required opportunity to recover embedded costs
in a competitively ne tral manner that will distort competitive process the least:

I. rate rebalaocin~, mo\ ng prices to economically efficient levels. First choice from the
perspective of econOl lic efficiency: optimal to pay for fixed costs through fixed,
volume-independent harges and to pay for variable costs through volume-sensitive or
usage-sensitive charg~s. Increase in subscriber line charges (SLC) would reduce the
amount of sunk or sh red/common fixed costs that would remain to be recovered
through usage-sensite charges

2. interconnection priciq~, pricing inelastically-demanded services (carrier access, resold
local services and un:undled network elements) above cost and reflecting the
contribution (price Ie s incremental cost) in the imputation price floor for the LEe's
retail services. If the1terconnection service demand is perfectly inelastic, recovery
from interconnection)ricing has similar efficiency characteristics as recovery through a
universal service fun

3. universal service fun, • recovering required contribution from all users of the public
switched network- ncluding the LEC itself on a competitively neutral basis.

t'om;ulJing Economis".
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B. Embedded COS1" should be used to size a universal service fund.

While appropriate ; key input for priczng new services or increments to eXlstmg
services, forward-to( King incremental costs an~ not appropriate for recovery of universal
service support.

1. Sizing the fu od.

o Universal servie: support has three components: (i) difference between embedded
costs and rates, i I) amortization of current depreciation reserve deficiencies, and
(iii) cost of Life I. ne and LinkUp programs

<) Embedded costs ,hould be the standard because actual costs of universal service are
the result of paST commitments made under regulatory bargain assuring an
opportunity to n :over. LEes should be ahle to recover actual costs of those
commitments.

o This includes sit wer than economic depreciation of assets placed to provide
universal servi c

<) Even if initial If lei of universal service support is set as the difference between the
incumbent LEe s embedded cost per line and the basic rate, competition and
portability of th, support (excluding the amortized reserve deficiency portion) will
ensure that ever ually customers recelve serVlce from only the lowest-cost
providers .

..
Cmrsulting fCOnOrrlHJ<,:
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[Embedded cost should be used to size a universal service fund]

2. Forward-Io( king incremental costs answer the wrong question.

o Incremental cost~ are forward-looking costs \vhich, by definition, disregard costs
imposed by histo lcal special obligations. Therefore, basing support solely on the
difference betwet1 incremental costs and rates will prevent LEC from recovering
the embedded co' ts of past special obligations (which the regulatory bargain
promised an OPPI ..tunity to recover).

o Pricing all servic\ s at incremental costs would prevent the LEC from also
recovering its sut~tantial shared and common tixed costs. Without a contribution to
these costs. LECannot remain viable.

o Recovering all sh ired and common fixed costs from retail services results in
inefficient compe Ition.

Cllflrultrng ECmlt>"'/S(.'1
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[Embedded cost should be used to size a universal service fund]

3. An Example

o Suppose aLEC r ovides t\\'o services ,-1 and B Its incremental costs for the t\\.'o
services are 3c ar j 4¢ per minute respectivel}. The LEC also has shared and fixed
common costs () I ~ 10,000.

o It expects to pro\ de 200,000 and 100,000 minutes respectively for A and B. At
these levels of de1and, the LEe's combined incremental costs would be $10,000.
However, its tota costs would be $1 O,OOO+S 10,000 = $20,000,

o By pricing A and 3 exactly at their respecti ve incremental costs, the LEC would
only recover S10 100 of these costs. To recover total costs, the LEC would have to
add contributlODSo the service prices that \vould recover the $10,000 in shared and
common costs. (1e possibility is for the t\\O prices to be set at 6¢ and 8¢,
respectively. The ,e prices -- while above incremental costs - would ensure
recovery of all cc ts. While other combinations of prices marked up above
incremental costs ire possible, any set of prices that fails to deliver $20,000 in
revenue at the gi\ 'n levels of demand \vJ11 mean that the LEC will not recover all its
costs.

o Next, suppose tha historically service A has been priced at 1¢ a minute to satisfy a
public policy goa Assuming that the demand for A is totally unresponsive to price
and that 200,000 linutes of demand should be expected, the LEC would only' earn a
total revenue of S 0,000 (even with a prICe ,)1' 8e per minute for B), i.e., it would

incur a revenue dt ficit of $1 0,000 To make up this deficit, B would be forced to
price B at 18~ a F mute (again assuming no price-responsi veness for B). Thus, the
same $20,000 in i )sts would be recovered by a (I~, 18¢) price configuration instead
of a (6¢,8c) conti mation. (=rearly reqUlrin:,! that B be priced at incremental cost
(i.e., 4¢) when ,-\ ,priced at 1c will fai to 'ecever all costs by a wide margin.

) Finally, suppose t lat in the near future technological improvements reduce the
incremental cost '. A to 2¢ a minute, but that f()[ B remains unchanged. Regardless
of the change, the !act is that the fixed costs to provide the services have already
been committed.'io even if A's incremental cost moves dO\\'TI in the future, some of
the costs associattl with it when 1t was flrst deployed have already been incurred
and are not rever~ C)le. Therefore, asking th\.' 1Fe to price A exactly at its new
incremental cost :2c will again force i. to :'xpc:rience a revenue shortfall.
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C. Proxy cost mOl els answer the wrong question incorrectly.

Proxy cost models lke the Benchmark Cost Model (BCr.1) and the Hatfield model
(Hattield) only prod ce benchmark (incremental) costs assuming best practices but not
actual or embedded, )sts. In addition. the Hatfi.eld model does not model the cost of any
realistic local servici provider and particular mputs and processes appear to understate
systematically the If\vard-looking incremental costs of supplying local telephone
service. BCM ane Hatfield were designed to identify geographic areas that are
relatively high or 10\ cost to serve. but does mJt provide absolute levels of cost for any
area. They cannot hi ip to determine the absoll/te,ize of the universal service fund.

1. Theory

o Scorched node c, culation differs from costs incurred by real-world firms that add
capacity in increr lents as demand expands. "\Jo firm in competitive market can price
at scorched node ncremental cost.

o Inconsistent vie\\ of the best of monopoly and competitive supply: (i) assumes
economies of sca .~ from deploying larger modules and high capacity utilization
from eff1cient iD\:ntory management, (ii) assumes competition forces reductions in
costs requiring th latest technology, (iii) assumes equipment depreciates at
regulatorily-pres( ·ibed rates, cost-of-capital is the same as for regulated utilities and
LEC is guarantee the full monopoly level Jf demand .

..
C(J"sulti"~ ECOtWnlfl;(\



{Proxy cost mod -Is answer the wrong question incorrectly!

2. Practice

o BCM/Hatfield \\\ uld not even produce forward-looking costs of a particular LEC
(incumbent or en rant) in a particular state hecause they use nationwide average
values for critica cost inputs.

o BCM/Hatfleld to. us only on the investment portion of local telephone service,
accounting for op~rating expenses only through assumed annual cost factors.
Discounts in cabl purchases, for example. imply lower maintenance costs.

o BCM/Hatfield of'~n fail to represent accurately the locations of existing or planned
facilities or to ass gn the census block groups (eBGs) to correct wire centers.

o Simplified distrib Ition model understates real-world costs. More than four
distribution cable Cannot use digital loop carrier systems ubiquitously.

o Understates costs )f geography, non-unitorm dlstribution of subscribers, lakes,
mountains, rivers hurricanes, termites, etc.

Consulting EconomH15
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[Proxy cost models tllswer the wrong question incorrectly]

[Practice]

o BCM/Hatfield u~ :s questionable or non-representative assumptions about best
engineering prac ces (e.g .. about loop lengths s\vitch types for rural and urban
areas, feeder Ien~hs at which fiber is placed. ftc.)

<) BCM/Hatfield u:-:s unrealistic till factors. Competition does not push fill from
current actual tobjective because of demand uncertainty. In long distance, four
major networks i we easily 30 percent excess .:apacity.

o Switching costs \ nrealistic because they ignore higher costs of adding additional
line capacity to (J existing switch.

<) BCM/Hatfield C3 eulation ignores the fact that investment is irreversible, sunk and
subject to ordina: uncertainty from technological change and interest rate
variability as wei as extraordinary demand and price uncertainty from the Act
which mandates Jat ILECs provide faC1lities tl) entrants who are not obliged to take
them:

o assumed lst of capital unrealistically low

<) depreciat!ln rates unrealistically It)\', -.lse economic depreciation.

Result is that no "EC would enter voluntanl; with its obligations if services were
priced at Be\'1 ir remental cost

Consulting Economi.f/I
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PRlCEOUT OF BELLSOl TH'S UNIVERSAL SERVICE FUND PROPOSAL

This exhibit calculates the an aunt of implicit support provided to universal service and carrier of
last resort obligations that is uilt into BellSouth's rate structure. Based on the general
methodology used to calculal ' BellSouth's universal service support, an estimate is then made of
the nationwide amount of fed Tal universal service support that currently exists.

The methodology to calculate the total implicit support for BellSouth is as follows:

Step 1: Determin( the amount of BellSouth's interstate common line costs associated
with switched seI'" lces. ARMIS reports provide this information. They are publicly
available and deve loped pursuant to methodology established by the FCC. Page 5 of
this exhibit provid ~s the steps necessary to convert the AR..\1IS investment data into
an annual revenue -equirement.

Step 2: Multiply t Ie interstate common line revenue requirement by 4 to arrive at
total unseparated ()mmon line cost (since the federal jurisdiction is assigned 25% of
common line cost Thus Item A on Page 6 equals four times the amount shown on
Line 13 of Page 5

Calculate the past ;OLR component:
Step 3: Determine the amount of unrecovered investment associated with the
common line for'" hich recovery is not a certainty due to the change to a more
competitive envirclffient. This investment can be calculated as the difference
between the currer book depreciation reserve levels and the depreciation reserve
levels required in < competitive environment (i.e.- the theoretical reserve deficiency).
Divide this amoun of investment by the number of years (eight years) it would take
to recover the inve;tment given the prescribed lives. This is the annual amount to be
recovered. This re;ult is shown on Page 6, Item B. It should be noted that this item
does not represemlew' or accelerated depreciation recovery nor a change in
depreciation rates It simply identifies an amount of investment that is currently
being recovered, a d ensures that recovery, even with local exchange competition.

Step 4: To calcuia e item C on Page 6, perform the same calculations as in Step 3
above for those in\ :~stments not considered in Step 3. These investments are not
associated with the common line but should be considered in the recovery of
universal service/C JLR obligations.

Step 5: In Item D. Page 6, sum together Items B and C. This provides the total annual
amount of recover' for investment placed in the past to meet current COLR
obligations for whJ :h recovery is not a certainty due to the changes occurring in the
competitive/regula)ry environment.



BellSouth Corp. and BellSouth Telecommunications, Inc.
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Page 2 of 10

Social pricin~ cOIi1pQOent:
Step 6: Item F' P Ige 6, is calculated as Item A minus Item B. It represents the total
common line COSl ; which remain after backing out the annual common line cost
which will be recvered via the past COLR recovery element.

Step 7: Item F, P 1ge 6, is calculated as follows: Detennine the percentage of the
adjusted common line costs that are associated with the services included in the
definition of univ -rsal services. This percentage is calculated by taking the total
number of resider ,iaJ access first lines· and dividing by the total number of switched
access lines.

Step 8: Item G, P ige 6, is calculated as Item E times Item F. It represents a
conservative estin ,ate of the ongoing cost of the carrier of last resort/universal service
obligation. It is c'! inservative because it only includes common line loop costs. No
switching or inter,! ,ffice transport costs were included in this calculation due to the
complexities invo ved in estimating the switching and interoffice transport costs
associated with ba ,ic local exchange service

Step 9: Item H, P ige 6, detennines the tariffed revenues received from services
included as part o! universal service. (Included are revenues from the following
sources: flat and neasured rate residential· basic rates, associated service charges
and Touchtone ch, .rges.)

Step 10: Item I, P 1ge 6, detennines the ongoing social pricing support provided to
universal service ~: .1d carrier of Jast resort obligations and is calculated by subtracting
Item H from Item G. The sum ofItems D and I, Page 6, represents the universal
service support 1'01 BellSouth. These numbers are also shown on Page 7, Items A, B
andC.

* BellSouth's calculations inc ude single line business lines in Georgia and Florida, since it is
part of the universal service dt. finition in those states. This inclusion has minimal impact on the
size of the fund since single Ii Ie business is generally priced above its cost.
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Calculations Required to Spl: the Support Between the Interstate aod Intrastate Jurisdictions

The following steps are reqU! 'ed to split the universal service support between jurisdictions.

Step 11: Determi Ie the amount of universal service support that is currently being
dealt with in the [lterstate jurisdiction. For large LECs, this equals the amount of the
Interstate Carrier'ommon Line (CCL), the Interstate Residual Interconnection
Charge (RIC) and the old Universal Service Fund (USF). The sum of these revenue
amounts is shown on Line F of Page 7. This represents the support that is provided to
universal service I the interstate jurisdiction.

Step 12: Split the lOterstate universal service support into its two components: 1) the
annual recovery 0 the reserve deficiency (Past COLR), and 2) the amount of support
to cover ongoing I. niversal service obligations (Social Pricing Support). The Past
COLR componem equals the annual recovery of the Interstate portion of the reserve
deficiency. This aTIount is shown on page"", Item D. The Interstate component of
Social Pricing Sur port is then calculated as the difference between the existing
Interstate support Item F) and the Interstate componentof Past COLR Support (Item
D). This amount shown as Item E on page 7

Step 13: The ovel ill amount of Intrastate support is then calculated as the difference
between the overa amount of universal service support (Page 7, Item C) and the total
Interstate support Page 7. Item F) This amount is shown as Item I on Page 7.

Step 14: The Intnjtate support is apportioned between the intrastate component of
Past COLR suppo t (based on state PSC prescribed depreciation lives), and the
intrastate compont nt of social pricing support in the same manner as was done for the
Interstate support The intrastate components are shown as Items G and H on Page 7.

Step 15: Make 1m :rstate price reductions equal to the amount ofInterstate support
that is received. T lis amount is shown as Item K on Page 7. In this proposal, the
Interstate CCL, 101 ::rstate RIC and old CSF would be reduced to zero. These
reductions are deta led on Page 9 Of course, to the extent that BellSouth is required
to contribute to un versal service support. it would need the flexibility to recover
those contribution lo its rates.
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Make Interstate SAPPQr! fQr Universal Service Explicit
Step 16: The exi ting support for universal service will be replaced by a new
uni-versal service \md. All interstate support for universal service, with the exception
of the Past COLF support (Page 7, Item D), will be calculated on a per line basis
based on cost cha'acteristics of wire center groupings. The wire centers could be
grouped based or density characteristics (number of access lines per square mile), as
is shown in Colw IDS A and B on Page 8. BellSouth has studied its embedded costs
by wire center an, I that cost relationship was used to calculate interstate cost per line
by wire center gnuping (Column D of Page 8) Interstate support from the Federal
universal service :und would then be provided for the difference between the
Interstate Cost pe line (Column D) and the Interstate SLC (Column E). The Federal
universal support per line is shown in Column F of Page 8. This amount of support
would be made a' ailable on a per line served basis to any eligible carrier (from Page
8, line 1). Note: I'o the extent that subscriber l.ine charges are increased, that would
decrease the arno'Ilt of support required from a new universal service fund.

Summation for BellSoutb;

Page 9 provides a summary view of the changes that would occur for BellSouth's
revenue flows. A. can be seen, the interstate CCL and RIC and the old USF would
go to zero. Inters ate support, estimated at $1036 million for BellSouth, would be
received from the [lew federal universal service fund.

Nationwide Pritt illlt

Page 10 provides 1I1 estimate of the nationwide federal universal service support that
currently exists. his amount would be converted into a new federal universal service
fund. However,- subscriber line charges are allowed to increase in the manner
proposed by UST \., then the federal universal service fund would be smaller in size.
The total federal S Ipport is estimated at $7.7 billion. Of this amount, BellSouth
estimates that son e $2.8 billion could be covered through deaveraged subscriber line
charge increases fa $6.00 maximum SLC were adopted, as has been proposed by
USTA), with the I ~mainder of the support ($4 .. 9 billion) being provided from the new
universal service md. All of this new fund amount (with the exception ofthe Past
COLR support) w ~uld be made available on a per line served basis to any eligible
carner.
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Bell SOUTH
Account

Revenue Requirement Input Sheet

INPUT
($ 000)

Interstate ROR( 'JECA)
Armis Ln. 1090M
Armis Ln. 1190K
Armis Ln. 1490M
Armis Ln. 1510K
Armis Ln. 1520K
Armis Ln. 1530K
Armis Ln. 1540K
Armis Ln. 1690K
Armis Ln. 1690M
Armis Ln. 1910K

0.1125
$1,722,714
$1,172,295

$95,899
$82,414

$3,806
$1,306
$9,582

$6,113,279
$6,266,002
$2.919,290

STATE: BEll SOUTH
Revenue Requirement Calculation Sheet

($ 000)

1. Interstate Rate cf Return (Authorized ROR as
currently used fc r the NECA High Cost Fund)

2. Average Net lnv~~stment (LN 191 OK)
3. Return (L1xL2)
4. Investment Tax i :redit Amortized (LN1540K)
5. Fixed Charge (L N 1510K)
6. IRS Income Adjs (1520K)
7. FIT "Taxable Inc orne" (L3-L4-L5+L6)
8. FIT Gross UP Fa:tor Tax Rate i.e..35

1- Tax Rate 1-.35
9. Gross FIT (L7xl3)

10. Net FIT (L9-L4)
11. Total State and l.::>cal Tax lac & st taxes·

(2001 BFP/2001 CL)
Ln 1490M .. ( Ln1690K / Ln1690M )

12. Total Operating Expense (LN 1190K)
13. Interstate Revenue Requirements (L3+L10+L11+L12)
14. Conversion Facte r (4)
15. Unseparated Total Revenue Requirements (L13 x L14)

Note: Sourcing is to thE- Annual Armis FCC Report 43-01

0.1125

$2,919,290
$328,420

$9,582
$82,414

$3,806
$240,230
0.538462

$129,355
$119,773

$93,562

$1,172,295
$1,714,050

4
$6,856,200
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CALCULATION
UNIVERSAL SERVICE

SUPPORT REQUIREMENTS
BELLSOUTH REGION

I

L~_m- A. ~OMMON LI~E (CL) COSTS: $6,856M I

/ ~
.---.------------" r-,-----~---------,l

PASTCOLR SOCIAL PRICING

B. Past Invst-CL Cost
I E. Remaining CL Cost: $ 6,624M

Recovery: $ 232M
I I

F. % of Lines: Univ. Svc 66.9%
C. Past Invst-Non-CL Cost

Recovery $ 148M G. CL Cost-Univ. Svc. $ 4,434M

D. COLR Fund -BST $ 380M II. Univ. Svc. Revenues $ 2,815M

I. Social Pricing Fund-BST $ 1,619M
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SPLIT OF UNIVERSAL SERVICE SUPPORT REQUIREMENTS
BELLSOUTH REGION

A. COLR $380MJ I B. Social Pricing $1,619M I

C. Total $1,999

-~
r--------....::;..~-----,
Interstate

D. COLR $ 85M
E. Soc. Pricing $~51M
F. Total $1036M
---_._._-~--

Intrastate

G. COLR $295M
H. Soc. Pricing $668M
I. Total $963M

J. SST Interstate Support =$1036M
K. Reductions (CCL,IC,USF) =$1036M
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FEDERAL UNIVERSAL SERVICE SUPPORT BY WIRE CENTER GROUPING
I

BELLSOUTH REGION

(A) (8)

WIRE CENTER TOTAL ACCESS LINES

COST GROUP PER SQUARE MILE

(C) (D)

NUMBER OF INTERSTATE RECOVERY

RESIDENCE LINES PER LINE

(E) (F)

INTERSTATE INTERSTATE SUPPORT

.s.L..C PER LINE

1 0.1 -10 157,872 $19.52 $3.50 $16.02

2 10.1 - 20 604,970 $14.89 $3.50 $11.39

3 20.1 - 50 1,527,729 $12.13 $3.50 $8.63

4 50.1-500 5,206,184 $10.00 $3.50 $6.50

5 500.1 -1000 1,817,720 $8.54 $3.50 $5.04

6 1000.1 - 3000 3,238,372 $6.89 $3.50 $3.39

7 3000.1 - 5000 950,669 $5.67 $3.50 $2.17

8 > 5000 455,738 $4.90 $3.50 $1.40
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BELLSOUTH INTERSTATE UNIVERSAL SERVICE FUNDING PROPOSAL
BELLSOUTH REGION

CURRENT PROPOSED (NOTE) IDFFERENCE
($M) ($M) ($M)

A. INTERSTATE CCl $712 $0 ($712)

B. INTERSTATE RIC $282 $0 ($282)

C INTERSTATE USF $42 $0 ($42)

D. INTERSTATE RESIDENTIAL SlC $586 $586 $0

E. NEW UNIVERSAL SERVICE FUND $0 $1,036 $1,036

-
F. TOTAL $1,622 $1,622 $0

NOTE: DOES NOT REFLECT ANY SlC INCREASE
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ESTIMATE OF NATIONWIDE FEDERAL UNIVERSAL SERVICE
SUPPORT BAS} D ON BELLSOUTH'S FUNDING PROPOSAL

Estimated Total Univers3 Service Costs (Core Services)

Estimated Total Univers3 Service Revenues

Estimated Total Universa Service Support

Estimated Intrastate Supp )rt for Universal Service

Total Estimated Federal ,upport for Universal Service:

$31.1 B

$17.9 B

$132 B

$5.5 B

$7.7 B

Note: This would be the ize of the new Federal universal service fund for core services
in the absence of any sub~ criber line charge (SLC) increases.

Nationwide Size of Feder II Universal Service Fund Reflecting SLC Increases Up to a
Maximum of $6.00 as Pn Dosed by USTA:

Cumulative SLC Increase, (Estimated)

New Federal Universal St :vice Fund

Total

$2.8 B

$4.9 B

$7.7 B

Note: The Federal Univel sal Support Amount is calculated based on the total of existing
Interstate Support mechari lsms (the Interstate CCL, the Interstate RIC, the existing
Universal Service Fund, r EM Weighting, and Long Term Support)
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l::xParte

\Ir. \,ViUiam F. Caton
,-\.cting Secretary
\919 M Street, NW, Room lj

Washington, D.C. 20554

BELLSOUTH
Su;te 900
i 133 . 2~ s\ Street. N \N
\Vas,~'ng:on JC 20036
2C2 cl63-4 11 J
=ax 202463-4198

Re: ExParte CC DQc.;;et NQ. 96-45, Federal-State Joint BQard Qn Universal Service,
CC Docket 96-98, In lplementatiQn of the Local Competition ProvisiQns in the
TelecommunicatiQn; Act Qf 1996, Price Caps Perfonnance Review fQr Local
Exchan~e Carriers, ( C DQcket 94-1

Dear Yfr. Caton:

Today, Robert Blau and the mdersigned met at the request of the Bureau Staff with F.K.
Franklin, D. DupQnt, K.B. I :vitz, K. Vee, K.P. Moran, \\'. Kehoe, 1. MQrabitQ, A. Mulitz, 1.
r..lachcinski, G. Cooke, T. Q laile and D. SIQtten of the CommQn Carrier Bureau to discuss
BellSQuth's pQsition regard] 19 Access Refonn, Interconnection and Universal Service. The
attached document represen the basis for the presentation and discussion.

In accordance with Section 1206(a)( I) of the ComrTIlssion's rules, tWQ (2) copies of this
notice are being filed with 5 cretary of the FCC luda:

Sincerely,

/ '.I ,~', , '=? --;:--- .i) ,(
i, ' ~U~ ~:~'- L (-f i-Ci:;:C'-(j- i It 1

Maurice P. TalbQt, Jr.
Executive Director - Federa Regulatory

Attachments
CC: Ms. F.K. Franklin ('A 0 attachments)

Ms. D. DupQnt (w/o Ittachments)
Ms. K. B. Levitz (Wi' attachments)
Ms. K. Vee (w/Q atta:hments)
Mr. K.P. MQran (wI< attachments)
Mr. W. Kehoe (wio ttachments)

\iff. J MQrabitQ (w/o attachments)
\iff. A. Mulitz (w/o attachments)
\ifr T. Machcinski (w/Q attachments)
'vIr G. COQke (w/o attachments)
'v1r T. Quaile (w/o attachments)
\1" [}Slotten (w/Q attachments)
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~, ;""';j>~};. LOCAL INTERCONNECTION PROCEEDING
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• PRICE CAPS (2ND FURTHER NOTICE)

• UNIVERSAL SERVICE PROCEEDING

• ACCESS REFORM PROCEEDING

• PRICE CAPS (4TH FURTHER NOTICE)

• DEPRECIA TION



TIMELINE OF MAJOR INTERRELATED PR()CEEDING1S~
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Depreciationl Reform
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FCC's local interconnection requirements must not undermine exchange access
rules

• IXCs must not be permitted to use unbundled network elements to avoid
exchange access charges and related contributIon to universal service

CommIssIon should not allow the IXCs to use the Sec 251 proceeding to block
Bell company entry into in-region long distance market

''-; • The more detailed the Commission's Sec. 251 guidelines become the
greater the opportunities to game the regulatory process

• FCC's Sec. 251 guidelines should facilitate, not prevent, negotiated local
interconnection agreements

• Entry Into In-regIon long distance market is a powerful incentive for Bell
Companies to negotiate reasonable interconnection agreements

• Commission must understand that opening local phone markets to competition
will increase risk of investment in local network facilities

• Current LEC price cap plan should not be changed lIntil new rules of the
game are clarified





HOW FCC PROCEEDING~)RELATE TO ONE ANOTHER
COST OF SERVICE
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.. ~ ...~ In a declining cost industry will rates based on
, .'~!lt~ "forward looking" economic costs be compensatory?

How would non-compensatory interconnection rates
effect network investment?

• Would reductions in LEC network investment be
offset by CLEes?

• Will local interconnection, access reform, llniver,,'\RI

service, and price cap proceedings impact network
investment in ways that create disparities in selVice
quality and diversity in different parts of the country?


