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IX PARTE OR LATE FILED

W. w. (WhIt) Jorden
Executive Director-Federal Regulatory

EXPARIE

March 8, 1995

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

BELLSOUTH
Suite 900
1133 21st Street, NW.
Washington, D.C. 20036
202463-4114
Fax: 202 463-4198

RECEIVED

MAR 8 1995

FEDER1\l COMMUIVICAlIOl\lS i;OMMISSION
OFACE Of SECRETARY

RE: CC Docket No. 94-1 DOCKET FilE COpy ORIGINAL
Dear Mr. Caton:

On March 7, 1995, Ray Smith - Chairman ofBeU Atlantic, John Clendenin - Chairman of
BeUSouth and Phil Quigley - Chairman ofPacific Telesis had meetings with Chairman Hundt,
Commissioner Barrett, Commissioner Ness and Commissioner QueUo to discuss issues raised in
connection with the above referenced proceeding. The attached material was handed out during
these meetings. Due to the last meeting not concluding until after 5:30 p.m., this ex parte filing
is being made on the following day.

Please call me if you have any questions.

Respectfully submitted,

w.~~
Executive Director - Federal Regulatory

Attachment

cc: Chairman Hundt
Commissioner Barrett
Commissioner Ness
Commissioner QueUo ~. of Copies rec'd ()fj

UstABCOE
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A Factua' Assessment of the LEes' Price Cap Plan

• LBC PM, ClIp ",.,. I, uw'''''' Ace'" Cluuiu. Since LEe price cap plan was
implemeftted in January 1991, inta'Stlte access charles have declined by nearly 13 perceat, U

compared to • 10 perceIIt increaIe in the consumer price index and • 12 percent pin in the
Bureau of Labor Statistics' price index for interstate MTS service. (F1I. 1)

• LBC PM, QrpI HtIH .",.,., '.HaN-' ,. 7Ju ,,.,,.,,,.,.,,. Since price caps were
implemented, Bell opential compIDies have invested 52 peReIIt of their cub flow from local
telephone operations in network fIcilities venus 41 peIaat durinI die 1988-90 time frame. By
COIltrut, the share of cull flow from tone distance ..vices .. ATa:f. MO and Sprint
..vested in their rapecdve networks declined from 57 c1uria11918-90, to 41 peraat
durin& 1991-93. (pil. 2) Current investment rates imply that dollar in cub shifted from
the LEes (S2~ of cash invested) to IXCs (48") will reduce investmalt by 4 cents.

• LBCI HIIH Not Projftuf14 J1roIa Prie, o.r". Since 1991, toCa1 cumulative returns (i.e.,
dividend yield plus pen:entaae change in price per share) to reponal Bell company and GTE
shareholders have remained BIa the SU sao. (Fia. 1) Lackluster performance of these
stocks indicates that true profitability of regulated local telephone 1el'Vic:a, includinl access
services, are certainly not excessive. Economic returns on access JeIVica abo tend to be weJ)

below accounting returns because regulated depreciation rates are too low and, thus, overstate
reported earnings. In 1993, BeUSouth's reported rate of return on interstate access services
would have declined from 13.7~ to 10.1" if the company bad been permitted to use the same
depreciation rates that currendy apply to AT&T's network opentions. (Pia. 3)

• LBC S1uInJaoIMII A1w sa., ",1IOIlud Po, I.HIIba". rJpftfIMllMtll NlIwotD. Since
1988, cumulative returns to RHe shareboIden have varied in",,* with the portion of total
cash flow from local telephone operations that each of the companies Jeinvested in their local
networks. 1bat the stock market has rewarded individual RHCs for invesdna .. in new
network facilities is further evidence that true rates of return on local telephone IeI'Yices are, if
anything, too low. Given that local telephone operations of the RHCs necessarily compete with
other investment opportunities, any FCC action that reduces economic returns on access
services will very likely diminish investment and slow the deployment of new technologies.
(pig. 4)

• LEe Access Rate Cuts Are'" Flowed 'I1lroqb To)XC SbareIaoIden. Since 1991,
MCI, Sprint and other lone distance carrim have followed AT&T's lead in raisin& rates every
six months or so, despite continuing reductions in interstate access clwJes. (F'1I. S)
Subsequent improvements in IXC operating profit margins have resulted in even sharper
increases in cumulative returns to IXC sharebolden. (Table 1 and Fia. 1)

Modifying the LEes price cap plan in ways that further reduce earnings, thelef'ore, will only
further auich IXC sbarebolders, while slowin& investment in new network teebDoIo&y. At a time
wbea the economy is becomiDa more and more informaIion intellSive and cIemaDcIina an ever
larIer array of network services, consumers would be well served by e1iminatiDl tbe last vestiges
of rate-of-return replation (i.e., earnings sbarin&> and moving to a pure system of price
regulation.
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Figure 1

Recent Trends Bn I?rBces All'1ldl S[h}all"elhlo~de[l" Ret\\JI[l"ns ~lI1l loca~

All1ld lLoll1lQ} lOastsnce ie~ecommtUlIl1lUC81~80Il1lS Markets

Despite reductions In exchange access charges that have occurred since the LECs' price cap
plan was implemented in January 1991, the interexchange carriers (!XCs) have raised interstate
long distance rates sharply over the past 2 years...
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Figure 2
Percentage of Caslhl Flow that fthe InfterelCclI'1lange Carriers alnld lBe~O Operating
Companies lHIave Invested in Tlhleor Respective TeOecommQ,mocatlons Networlks Before
and! After the Implementatlolll of Proce Caps
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Note: Cash flow Is earnings before fnterest. taxes, and drepreclSlion and
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Figure 3

BeliSouthls 1993 Interstate Rate of Return Would be Nearly Four
Percentage Points Lower if it Depreciated Its Plant and Equipment
at the Same Rate AT&T Depreciates its Plant and Equipment

Earnings BellSouth
BellSouth with AT&T Proposed
Reported Depreciation Depreciation
Earnings Rate Rate

1991 12.6% 8.0% N/A
1992 12.8% 9.9% 11.4%
1993 13.'7% 10.2% 12.0%
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Note: BellSouth's depreciation rate not applicable in 1991
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Figure 4

Bell OlPell'a~ong Compall1lY's Capo~a~ SIP81l1lduIl1lg as l?eD'cell1l~ of Cas~ F!oW'
1988·~993
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Note: cash flow on earnings before interest, taxes and d9preaiatlon, and amorllzatlon. Cumulative shareholder return

Inaluctss dividend yield and price appreciation of RHC stocks slncs January 1, 1988,
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