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MCI Telecommunications

Corporation Ex PAH?E OR LATE F ELED

September 27, 1996

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

Re: ExP C ocket 96-45 - Federal-Sta
Joint Board On Universal Service

Dear Mr. Caton:
On September 26, Michael Pelcovits, Joe Miller, and Gail Garey of MCI met with Chairman
Sharon Nelson and Lee Palagyi of the Washington Utitlities and Transportation Commission.

The purpose of the meeting was to review MCI's position in this proceeding. The attached
document was used during the meeting and lists the topics discussed.

Due to the late hour of the meeting, two copies of this Notice are being submitted to the
Secretary of the FCC in accordance with Section 1.1206(a)(1) of the Commission's rules the next

business day.

Sincerely,

Kimberly M. Kirby \((w%

Attachment

cc: Chairman Sharon Nelson
Lee Palagyi
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Comprehensive Reform of Universal
Service 1s Required

* Competition is the foundation of universal service

* Section 254 requires a new universal service
system

e A unitary fund should be established to meet
national universal-service needs

MCI



Universal Service and Access-
Charge Reform

» Universal service subsidies must be made explicit
and independent of access charges

* Access charges must be reduced to economic cost

» The portion of current access charges that is
needed to support universal service must be
“moved” to the new universal service fund

MCI



Matrix of Universal Service Issues

Individuals High-Cost Places Institutions
Eligible MCI MCI MCI
Services Maintain Lifeline and — Single party service to the first | — Data grade
Linkup point of switching; local usage; | (Internet) service
-- touch tone; with incentives
-- white pages listing for broader
-- access to 911, E911, operator | bandwidth
services, directory assistance and
relay service
Eligible MCI MCI .- MCI
Participants Low-Income People All/High-Cost Residents Schools, Libranes
> with state
approved plans
Calculation of | MCI MCI MCI
Subsidy Lifeline and Linkup Difference between the TELRIC | TELRIC with
would be maintained as | (Hatfield) cost and the current larger
targeted subsidy nationwide average rate for basic | discounts for
programs for service. (D) low income
low-income consumers areas
(II) greater
bandwidth
Competitively | MCI MCI MCI Same as
Neutral 1. True Competition Same as “individuals” “individuals”
is the first step. and: and:
2. All subsidies A "carrier of last resort" auction | Requirement of
are explicit and in would be held for any area that is | competitive
fund. or becomes unserved bidding
3. The subsidy is
recovered from all
telecommunications
carriers based
on their relative
revenues, net of
payments for the
services of other
telecommunications
carriers
4. Neutral Administrator
Evolution (e.g., Call Waiting) (e.g., Call Waiting) (e.g., ISDN)




Steps to Implement a Unitary
Universal Service Fund

* Define the service to be subsidized
* Determine the amount of subsidy needed

» Generate funding in a competitively-neutral
manner

» Distribute funding in a competitively-neutral
manner

MCI



Universal Service Costs should be
Determined Using Forward -
Looking Economic Cost

* The TELRIC methodology, ordered by the FCC in
the Interconnection Order, should be e;xtended to
universal service

» The Hatfield model yields the right level of
subsidy and directs it to where it is needed most

MCI



Hatfield Implements TELRIC to
Determine Size of Subsidy

 Determines the cost of basic universal service
using existing technology and network design

e Scorched Node” network consistent with
the“FCC’s Interconnection Order

* Model analyzes density of subscriber lines

MCI



Unitary Universal Service Fund 1s
Approximately $6 Billion for Rural
High Cost Areas

» The subsidy is the difference between the
nationwide average revenues from residential
local service plus the subscriber line charge ($20)
and the TELRIC as calculated using the Hatfield

model.

MCI



Hatfield Model Includes all Costs

* Capital costs for all network components
* Loop, switching, interoffice transport and
signalling
» Expenses, including joint and common costs

» Plant specific, non-plant specific, customer

operations and corporate operations
(“overhead”)

MCI



Calculation of Universal
Service Costs

e Network -‘costs from Hatfield TELRIC model

» costs of loop vary significantly by density
zone

« costs of port, usage, signalling and transport
e Customer operations costs

e Cost per line in each density zone multiplied by
number of lines in each zone

MCI1



Attachment 1

Loop Cost and Monthly Service Costs

Submission of AT&T and MCI

COST OF NETWORK ELEMENTS Maryland Bell Atlantic - MD
A. Loop slements
0-§ §-200 200 - 650 650 - 850 850 - 2550 > 2550
lines/sq ml lines/sq mi Hines/sq mi lines/sq mi lines/sq ml Hnes/sq ml Totals
Loop Distnidution (including NID)
Annual Cost H 518339 § 93,406,722 § 34625728 § 7735321 § 52,192,747 § 97385423 § 205,004,278
Unit CostVmonth $ 4095 § 1747 § 861 § 629 § 556 §$ 472 3 7.04
Loop Concentration
Annual Cost $ 78687 3 20,220,769 $ 11,210665 § 3303038 § 21,627,884 $ 23882910 § 80,330,753
Unit CosVmonth $ 724 § 378 § 270§ 209 § 23 8 116 § 1.98
Loop Feeder
Annual Cost $ 55282 § 13,113,038 § 9445157 § 2887818 § 22447958 § 57059919 § 105,809,271
Unit Cost/month A §22 § 245 $ 235 § 235 § 239 § 200 § 260
Total Loop )
Annual Cost $ 650,309 § 126,748,528 § §5.201548 $ 13,927,077 § .96.20!,501 3 179,120,253 §$ 472,004,302
Unit Cost/month 3 6141 § 2371 § 1375 § 1133 § 1026 § ae6s 11.82
Tolal knes \ 883 445,450 334,972 102.463 ' 781,831 1,720,469 3,388,008
Total knes served by D 683 376,626 205,453 59,8095 401,410 430,712 1,474,988
Basic local service ,
monthly cosls per line
0-5 § - 200 200 - 650 650 - 850 850 - 2850 > 2550 Weighted
lines/sq mi lines/sq mi lines/sq mi Hnes/sq mi lines/sq mi lines/aq mi Average NECA
Network costs )
]
Loop $ 6203} s 24071 3 1400} 3 1153] 8§ 10401 § 874| 8 1176 § 17.02
Ponrt $ 1151 8 115] § 115] 8 118 $ 115 § 1151 §$ 1.18
End office usage $ 1771 % 177] § 177} 8 177 ¢ 1771 8 1771 ¢ .77
Signaling $ 004§ 004] $ 004} $ 004 8 004] 8 004 § 004
Transport $ 008]s oos| s 008} s 008] s 008 $ 0o8| s 008
Billing/bi Inquiries s 143] s 14318 143] 8 14318 143] 8 14| s 1.43
Directory listing $ o1] s 0181 $ 018] $ 018] $ 010 ¢ ote)s 0.18
LNP sxpense (when avail $ 029} 8 020} § 0201 8 020 ¢ 020} § 020] $ 029
Total monthly costper | § 6898 | s 2001 | $ 18951 $ 180401 3 15351 ¢ 1369 § 17.47
(assumes LNP available) wtd by hh
Total lines 3 445,450 334,972 102,463 781,831 1,720,469 3,386,068 3,109,314
Total households §76 287,193 192,189 55,870 445,496 840,124 1,021,548
Annusl Subsidy @ $ -
$20001 $ 3810841 $ 31,085,317 0 0 0 0] $ 31,446,401 |
$3000 § 299,964 0 0 0 0 0o s 209.964
$40.00 $ 210,844 0 0 o 0 [ I 210,044




Hatfield is Superior to other Models

 BCM2 was an attempt by the LECs to “catch up”

with the innovations contained in the Hatfield
Model '

e Hatfield 2.-"2.2 goes well beyond the improvements
introduced by the ILECs in BCM2

« BCM2 and PacBell models are much more closed,
proprietary models than HM2.2.2

MCI



Universal Service Computed by
Hatfield will Protect Consumers

* Consumers would fund universal service only to
the extent it is needed

e Consumers would not fund the LECs’
inefficiencies reflected in their embedded costs

 Carriers would have the incentive and funds
needed to support infrastructure development and
to maintain service quality

MCI



Administration of Fund

 States given a block grant of the total state subsidy
for allocation among carriers

» Carriers contribute to the fund based on their
relative total revenues, net of payments for
services of other telecommunications carriers

* A neutral third party administrator collects
payments from carriers and remits subsidy to the

states

MCI



Universal Service for Low-Income
Consumers

* Lifeline and Link-up should be maintained and
could be expanded

« States that have not implemented Lifeline and
Link-up should do so |

» There must be eligibility criteria to receive support

MCI



Universal Service for Schools and
Libraries

Internet links at TELRIC

Tiered, below-cost discounts for small, remote
areas and low-income neighborhood schools and
libraries |

Targeted discounts to encourage high-bandwidth
connectivity

Schools and libraries to develop plans for funding
and implementing necessary infrastructure |

Competition among service providers

MCI



htto://competition.meci.com

SUPPORT PEOPLE,

NOT MONOPOLIES

To make sure that telephone
service is affordable for all
Americans, universal service

funding was established many

years ago.
Where does all the money go?
Right now the cost of provid-
ing universal service is between
four and six billion dollars. But,
to provide universal service,
the monopoly Regional Bell
Operating

Principles of universal service
First, encourage competi-

tion. Vibrant competition is the

first step to ensuring that

- - prices are low and that service

is broadly available.

Then establish a separate
fund, outside the control
of the monopoly telephone
companies, that is the amount
needed to ensure access — no

more, but

Companies J g' BOCOE e _ \ 1o less.
collect $14 P PSAAALI I gl - Third,
billion from é%ggge%%%%%ee %eéé T use the
people %@%@Se%%%eé%% 20, -%eé@seggeeegeee fund to
who make ‘gfeé‘e .089'9',6'9;9 LoXE) Bé';?@e @§559g‘ ensure that
interstate WX A telephone
telephone calls Wiy : service is
and they collect affordable
even more from for low income
in-state long distance. ¥\, Americans
and people

And you pay too much for
telephone service. ’

Where does the excess money
go? Right. To the profits of local
telephone companies.

The new Federal Telecommuni-
cations Act can change all that
as federal and state officials
work to reform universal ser-
vice. They can change all that
by adopting these principles
of universal service.

who need it in

- rural America. Use it also to

provide our schools, public
hospitals and libraries with the
technology they need.

Finally, reject the idea that
fixing universal service requires
you to pay more.

Then the people will be
servdd, not the monopolies.
Competition. Just Make it Work.

. ¢

RAC )

© MC| Telscommumcanons Corporation, 1996, Al nghts ressrved.

SOURCE: Universal Service Price Tag. Hatlieid Study of 1994 and Benchmark Cost Model; Collection from Interstate Access Charges of the RBOCs, FCC, Statistics of Communications Commaon Carriers



