
Memorandum ~i Ex Parte Presentation 

Marlene H. Dortch, Secretary 
Federal Communications Commissiorl 
445 12' Street, sw 
Washington, DC 20554 

Re: CC Docket NO 

CC Docket NB. 96-98. hpltmerltation of the b c a  1 Cornnetition 
Provisions in the Telemmmunications Act of 1996; and 
CC Docket No. 98-147. Dmlorment of Wkline Services Offmine; 
Advanced Telecommunications Carabilitv 

deview ofthe Section 251 Unbwdlin-.; Obli@ions 

Dear Ms. Dortch 

On September 12,2002, Jmes C. Smith, Senior Vice h s i d e n l ,  Don Cain, Vice President 
-Federal Regulatov and Gary Phillips, General Attorney and Asst, G d  Counsel 
representing SBC Cmmmunications, hc, (SBC), met with Robert Pepper, Chief; Simon 
Wilkie, €hiefEcoomist and William Sharkey, Senior Economid ofthe Office of 
Pluming and Policy. 

pslrpose of the meeting wis to discuss issues associated with t h e  financial and 
inue-ent impacts ofthe UNE Platform. The atta~hd m s t w i d  WBS discuss4 during the 
course of the meting, 

Please contact the undersigned at (202) 324-8375 should you have any questions. 

cc: Robert Pepper ( W h  attachment) 
Simon Wiikie ( d o  attachment} 
William Sharkey (wh atterchmmt) 
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UNE-P Economics: Glossary. 

' 7  .. 

+ Unbundled Network Elements (UNE) 

- The individual pat% of the local telephone network (7 elements including: local 
loop, switch=, transport and OSS) that ILECs are required to Hunbundle" and 
lease out to  CLECs, Competitm a n  lease out one or all of the available UNEs to 
provide service. 

+ Unbundled Network Element-Platform (UNE-P) 
- Use of ALL the UNEs to provide xrwice, requiring minimal capital outlays or asset 

deployment. 

+ Retail  Lines 
- Access lines xlld directly to tbe end usor from the ILEC. 

+ Wholesale Lines 
- Access lines sold to competitors (AT&T and MCI), which resell the lines to end 

users. 

. ..- , . . 
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-3NE-P Economics: What's the Big D L ?  
Y 

* I 

+ UME-P Competition Has Intensified in Recent Months ... 
- MCI's Neighborhood Plan (rornrnenccd in April '02; e x i t 4  2Q with 800K lines) 

- AT&T (recently entered 3 58C state5 [24M residential Ilnesl; plans to enter NJ 
[4.5M residential lines] in 5ept 2002) 

- Other operators 

- Sprint Is considering this strategy; othm include Z-Tel, Talk America, and 
SupraTeIecorn (which added 120K UNE-P lines in FL in ZQW) 

+ Due to More Favorable Economics of UNE-P for Competitors 
- Pub1 ic Utility Commissions continue to set lower rates 

- Recent reductions in California, New York, New lersey, Pennsylvania 

+ Second Quarter ResuEts Revealed the Bells' Exposufe 
- Over 1.1 million retail lines conuerttod to wholesale through UNE-P In ZQ 

- 5BC: 692K added w, 358K in 1QO2; 

- BellSouth: 278K added, rn 239K in lW2; 

- Verizon: IIOK added vs- 64K in lqO2 

*UESWarbulg lohn Hdulik. €FA 
@ I  2) 71 34226, john.hdulik4Buh.mam 
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9 UNE-P Economics: Summary Findings 

I 

+ Economics of UNE-P are Worse than We Originally Expected 
- WE-P lines generate negative €BITDA in 18 state5 for the Bells (60% of 

US residential lines) 

- 53Cs Ameritech region is the most attractive for UNE-P competitors 

' + UNEYP Line Growth Wilt Be Greater than the Market Expects 
- UNE-P lines can be profitable in 33 states, suggesting fuMer errtq (82% 

- AT&T presents the most signlficant threat. 

d US residential ~ECBSS lines) 

- Its 40% share of the consumer LD market presents an immediate target 

1' - AT&T sees opporttunitie5 in 14-1 7 5tate5, but announced entry in 8 states. 

- The Bells exited 2Q02 with 7.5M UNE-P lines (5% penetration). 

UBS warburg 

1.7% 3.496 7 2 %  12.2% 152% 17,346 

John Hodulik, CFA 
Pl2)  7 1 3 4 2  26* john .hdulIk6h h . m m  
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WE-P Economics: Summary Findings 

+ Long Distance Oppmtunity is Only a Partial Offset 
- Bells only need to add 

breakeven at revenue line 
long distance customers for each UNE-P line added to  

- However, the Bells need to add 5.$ long distance customers for each UNf-P line 
added to breakeven a t  EBITDA line 

a!& 2wE 
19,905 34,524 
11,152 18,146 

1 .# 1.4 

- Hme 
41,460 
22,367 
13 

+ We D m  Not Expect Near-Term Regulatory Relief 
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UNE-P Economics: Calculating the Impact 

7) Calculate Revenue Impact Per Line Lost 

r 
-3 

2) Estimate Average Re&aiKOt5 and SG&A per Line Based an 
Existing Wirelins EBITDA Margins 

14) Estimate Future Line Lass in Each State I 
... 

3) Calculate Wholesale EBITDA Contribution 

b 1 
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UNE-P Economics: Calculating the Impact 

2) Estimated Average Retai'JCOG5 and SG&A per Line Based on 
Existing Wireline EEITDA Margins 
- Asrumes residential wireline margins are equivalent to total wireline margins 

3) Calculated Wholesale EEITDA Contribution 
- a] Estimated average whokale COG5 and SG&A per line 

- Assume 5 %  avoided cost in COGS; 20% avoided cost in SG&A 

- b) Compared this cost structure to revenue from wholesale UNE-P rates 

n 31 % 

BLS 27% 
24% 
23% 

45% 5% 
54% 5% 
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WE-P Economics: Calculating the Impact 

4 EBITDA Per Line 

- 5BC - UNE-P Average ($3.51) vs. Retail Average $13.53 

- BellSouth - UNE-P Average $2.47 m. Retail Average $18,1Z 

- Verizon - WE-P Average {$0.5#] vs. Retail Average $14.59 

- Qwcst - UN E-P Average $1.03 vs. Retail Average $14,691 

.. . 
. . . 

- .  , - -  

John Hodsrlik. CFA 

19 
(2111 71-26, john.hodulikQubrw.clorn 
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