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On Tuesday, April 7, 1998, Mr. Karl Wardin, Mr. Andrew McLean, Mr. Mike Alarcon,
Ms. Denise Reidy and I met with Ms. Jane Jackson, Chief, Competitive Pricing Division,
Mr. Richard Lerner, Deputy Chief, Competitive Pricing Division, Mr. Aaron
Goldschmidt, Ms. Tamara Preiss, Mr. Raj Kannan, Mr. Jason Kerben, Mr. David
Konuch, Mr. Jay Atkinson and Mr. Chris Bamekov to discuss access reform and pricing
flexibility in the above referenced docket. The attached material was used as part of our
discussion.
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Access Charge Reform
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• Commission policy prior to Access Reform
proceeding
» Additional pricing flexibility may be warranted as access

competition develops

» Commission recognition that price cap system is an
imperfect substitute for actual competition

• Access Reform NPRM and Order further recognized
need for additional pricing flexibility
» Pre-defined "competitive triggers" framework introduced as

method for ILECs to achieve certain pricing flexibility

» Commission commitment to address the issues of timing and
degree of pricing flexibility in subsequent report and order
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TA'96 and the Development of Competition
Accelerate the Need for Pricing Flexibility
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• TA'96 has laid foundation for opening local exchange and exchange
access markets to additional competition

» Additional pricing flexibility is not a radical change in direction, rather a natural
progression in light of the 1996 Act. Previous Commission action in the Expanded
Interconnection Order to open up the transport market has facilitated greater
competition but more is needed

)} The Commission's Orders on Local Competition, Access Reform and Universal Service
and state approved interconnection agreements have facilitated opening these markets
and removing barriers to entry

• The Commission recognized Ameritech's competitive marketplace in
the Customer First proceeding prior to TA'96 and mandates to open up
local exchange and exchange access services to competition

)} "We conclude competition emerged... to the point that where our access charge
structure may interfere with the efficient operation of an emerging competitive market.
This could prevent end users from receiving the full benefits of competition and
therefore, we conclude that Ameritech has met its burden of demonstrating that special
circumstances justify the waivers... " (Customer First Order, par. 80, 2/15/96)
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Current Ameritech Competitive Environment
Requires Additional Pricing Flexibility
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• Competitive Ameritech market (Data as of 1/1/98)
» >73 approved interconnection agreements

» >69,000 UNE loops and 390,000 resold lines

- Provisioned resold lines in 920 of Ameritech's 1,155 wire
centers

» >4 billion reciprocal compensation MOU exchanged with
competitors in 1997

» >95,000 interconnection end office trunks in service

» >1000 NXXs assigned to CLECs in Ameritech's region, each
representing 10,000 numbers

» >200 Ameritech wire centers with collocation
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Pricing Flexibility is Needed Now

• Providing flexibility to IlECs promotes efficient competitive entry, will
ensure right amount of investment at right time and at right place

• Current regulation is not necessary in competitive areas because
competitive forces will continue to exert pressure on IlEC access

. . .
servIce pricIng:

Recent AT&TITCG and MCllWorldCom mergers have created the opportunity for
access charge savings for AT&T and MCI of nearly 10%

TCG Vice President for Great Lakes region stated it doubled its revenues and tripled its
MOU each year and plans to increase its Chicago sales forces 250% to 75 in 1998

Chairman Kennard recently noted in his NASUCA speech (2/9/98) the amount of capital
investment made in CLECs and that "Wall Street clearly sees opportunity here"

• The prompt adoption of a self-perpetuating framework for granting
pricing flexibility to IlECs will reduce the need to use the resource
intensive waiver process
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Immediate Relief Needed for
Specific Services

• Directory Assistance services should immediately be
removed from price cap regulation due to substantial
competitive pressure

Multiple providers in Ameritech's region have led to
substantial declines in call volumes for Ameritech

• Interstate IntraLATA services should be removed from
price cap regulation no later than IntraLATA toll
dialing parity becomes effective

• Transport Hi-Cap Services
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Proposed Framework for Pricing Flexibility
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• Three phase framework under which pricing flexibility
increases as competition increases

• ILEC would file a "Request for Phase X Relief' for each
group of services and geographic area

• Requested relief to be acted upon within 90 days by the
Common Carrier Bureau

• Comments on request filed within 30 days, no reply cycle
necessary given all parties can conduct ex-partes

• Request granted or denied within 60 days after comments
filed or allowed to take effect without further Commission
action 60 days from the comment filing date
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Proposed Framework for Pricing Flexibility

• ILEGs may seek flexibility for a service group in a self
defined area no smaller than a LATA

Competition will evolve differently for different services and
different LATAs

• Key service groups within LATAs to be addressed within
framework:

Transport -- HiCap Special Access, Switched Transport (Direct
Trunked and Tandem) and all Analog Transport Services

Switched Access -- all per MOU access services; ability to
deaverage PICC and EUCL

• Different competitive triggers to be met prior to granting
relief for Transport and Switched Access
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Competitive Triggers for Transport Flexibility
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• Phase I - 100 DS1 equivalent cross connections in a study
area

• Phase II - Competitors have ability to offer service to 250/0
of the market
» At least 25°A> of OS1 equivalents can be addressed by competitors

through collocation in Ameritech's wire centers within the
designated competitive area

• Phase III - Competitors have ability to offer service to 75%
of the market
» At least 75°A> of OS1 equivalents can be addressed by competitors

through collocation in Ameritech's wire centers within the
designated competitive area

Ameritech
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Transport Pricing Flexibility Granted
in Each Phase

• Phase I
Geographic deaveraging for all transport services (under a zoned rate
structure)

Volume and term pricing, contract/RFP pricing

New services not subject to Part 69 public interest test and cost standard,
obtain additional streamlined tariffing

Current 5%> S81 increase per year increased to 10%> per year

• Phase II
Geographic deaveraging without a zone rate structure or supporting cost
documentation

Growth pricing, bundled service packaging, LATA specific pricing, greater
latitude in promotional offerings, streamlining of price cap model

Simplification of price cap bands and baskets

• Phase III
Service group removed from price cap regulation

Ameritech
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Competitive Triggers for Switched Access
Flexibility
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• Phase I - Negotiated or state approved agreements or
SGATs for: UNEs, transport and terminating compensation,
resale

• Phase II - Competitors have ability to offer service to 25°k, of
the market
» At least 25°A> of local switching MOU can be addressed by

competitors through collocation in Ameritech's wire centers within
the designated competitive area

• Phase III - Competitors have ability to offer service to 75°k, of
the market

}) At least 75% of local switching MOU can be addressed by
competitors through collocation in Ameritech's wire centers within
the designated competitive area
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Switched Access Flexibility Granted
in Each Phase

• Phase I
Geographic deaveraging for all Switching Access services (e.g., Residual
Charge, Local Switching) and for EUCL and PICC

Volume and term pricing, contract/RFP pricing

New services not subject to Part 69 public interest test and cost support,
obtain additional streamlined tariffing

Current 5°1<> SSI increase per year increased to 10% per year

• Phase II
Geographic deaveraging without zone rate structure and supporting cost
documentation

Growth pricing, bundled service packaging, streamlining of price cap model

Simplification of price cap bands and baskets

• Phase III
Services removed from price cap regulation
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Elimination of Price Cap X-Factor
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• As competition captures productivity gains in the pricing of
services, X-factor reductions should be phased out

• X-factor reductions will promote investment in the network

• Criteria for X-factor reductions:
» Phase I - when a predefined area for relief meets Phase I criteria, the X

factor applied to revenues associated with that study area should be
reduced, at a minimum, to 6.00/0 via the elimination of the Consumer
Productivity Dividend (CPO)

» Phases II - when a predefined area for relief meets Phase II criteria,
revenues associated with that study area should not be assessed any X
factor reduction

» Phase III - no longer under Price Cap, thus no X-factor applied

• Weighted X-factor should be used to reflect the phased relief
granted to ILEG price cap carriers

13
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Calculation of Weighted Price Cap X-Factor

• Development of weighted X-factor to be done basket by
basket. For example:

}) $45 million of ILEC interstate switched access revenues in Phase I
would have 6.0% X-factor applied

}) $10 million in Phase II would have 0% X-factor applied

}) $5 million in Phase III would have 0% X-factor applied

}) $60 million total interstate switched access revenues within the
pricing flexibility framework

}) Weighted X-factor =(6°Jb x 45/60) + (ooJb x 10/60) + (0% x 5/60)

• Thus the overall weighted X-factor to be used in price cap
model for switched access would be 4.5%

14
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Process of Moving LATAs Between
Phases Within Price Cap Model

• Moving LATA from Phase I to Phase II
Only change is the X-factor applied, everything else within
price cap model would remain the same

• Moving LATA from Phase II to Phase III
Simply remove services in given LATA from price cap model,
no need to adjust the indices

- Standard procedure within the price cap model is to change the
"to" basket, not the "from" basket

Ameritech
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Ameritech Wire Centers and LATAs

I I LATA
L__J Wire Centers
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TCG Fiber
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