
Bell Atlantic Network Services, Inc.
1133 20th Street, NW.
Suite 810
Washington, DC 20036
202392-1189
FAX 202 392-1369

March 20, 1995

EX PARTE

Maureen Keenan
Director - FCC Relations

EX PARTE OR LATE FILED

@ Bell Atlantic

Commission

Mr. William F. Caton
Acting Secretary
Federal Communications
1919 M Street, N.W.
Washington, D.C. 20554

RE: CC Docket No. 94-1 DOCKET FILE COpy ORIGINAL

On March 17, 1995, Edward Young, Bell Atlantic-Vice President
External Affairs and I met with Kathleen Wallman, Chief- FCC
Common Carrier Bureau, Richard Metzger, Deputy Chief-CCB, and
Gerry Matise, Chief--Tariff Division to discuss the attached,
as in pertains to the aforementioned proceeding. Due to the
lateness in the day that this contact was held, we are filing
the ex-parte t.oday.

Please include: this letter and the attached into this record
as appropriate:.

SincerelY~~ ~.C'~
m~ J)eeMJAJ l-.

Attachment

CC: R. Welch

No. of Coptes fec'd ()d-I
UstABCOE



PRICE CAP REFORM

• Principled Based Productivity Index

Compara.ble to other industries

• Need to preserve incentives for investment and efficiency

• Establish an adaptive framework for transitioning to
competition

Remove interexchange basket from price caps as a first
step

These services are competitive and LEe is not dominant
carrier

• Interim plan would create further uncertainty
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COin posite Switched Access }{ates

BA rates have declined 220/0 froin 1991 through 1994
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BELL ATLANTIC, AT&-r ND CABLE INDUSTRY

RESTATEMENT OF RoRs BASED ON OTHER

INDUSTRY COMPOSITE DEPHECIATION RATES

'1991 - 1993

It-

J9ffl :1992 1Q9a 1991 AVERAGE

BA Acl1ieved Interstate RaR

SA Interstate Price Cap RaRs

restated far ATT rates i\

SA Interstate Price Cap RaRs

restated for Cable rates

12.71°,10

3.50%

-0.07%

'12.50%

9.450/0

1.220/0

13.89%

12.73%

0.16%

14.220/0 13.33%

10.62% 9.08%)

N/A 0.44%)

1\ 1994 Restated RoR based on AT&T's average 1991-1993 Composite Deprecialion Rate.

03/08/95 \ E. GooDe



REVISED

DEPRECIATION COrvlPARISON

Both AT&T and cable companies have h.igher composite depreciarion rates than
does Bell Atlantic. This translates imo higher depreciation expense, and lower
reported earnings.

Cable: DepreciG\rion is not reg'Jiated~ cables are therefore free to use economic
depreciation lives.

Cable is predominantly outside plant intensive, therefore, higher depreciation rate
probably driven by shorter lives for coaxial and fiber cable, as wen as headend
(electronic) equipment.

Cable is not required ro file any depreciation data, so all infonnation is only what is
"heard on the stree["

One cited exampLe,

Fiber depreciation for cable (we think) =

Fiber depreciation for LEC.s :::
15 years
25 - 30 years

AT&T does file data, and following are examples comparing the plant lives of
cenain types of plant

AT&T

Underground cable
Metallic
Fiber

Buried cable
Metallic
Fiber

digiral swirch
PoLes

9yrs
20 yrs

15 yrs
20 YT:\

9.7 yrs
9.3 yrs

24 VIS
"'/ - 8_.:::. yrs

)0 -- ./yrs
25 yrs
17 vr
.... I '" -.':)

31 A Y1's
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The View From ';VaB Street;
Competition in th.~ Long Distance Telephone i\.1arket

AI" &1" and irs rivais are pushing some pric2s
'10 arter aimas&: 1a 'Ie~rs at s!eaay discouming.
This gives AT&T ii10re room to grow profits,
;.nd it creates an umbrei Ie overYlO and
Sorim. ailawing tJ'iern (0 raise :Jric2::, ~oa.
Kenfl1!!!l Lacn. 3ear 511~.,ns. ; 0I20192J

AT&T, Mel, and Sorim: all have i1igh..quaiity
e3mings beause they ocerate in a staDle,
oligopolisric industry... 'ill ithaur serious pric2
comoE!itian. [TJhe only real threat (isl pose::i
by the Regional onane CClmpanies whidl are
unlikely :0 gam reguiator/ fre~cam ro eme:
chiS business for at leas! 3-j ':'ears. :'?/ltllOA.
l,.{2tlu;/ert, C"::""'!tl. 3122/93)

Margms imoraved for ail four [long disianc::)
::a.rriers. ieiledng an imoac: from pric2
ince.ases and steady deciines in aC:2SS cosrs.
,'DJ!tl/iI/ p, .~ein~aid 4JKl i<.fdl::uri C :-oo,e. Meml1 Lyncn. 21101!!41

The combination of a C.OZY oiigoooiy that
wishes to avoid pric: WaiS ~nd failing
operating expenses primarily aue co
[exchange) aC::2SS cost :educrions is an
unbearabie -:!'ivironmem in wnich to do
business. !7imoct:y N. Wl!iJer MId !'lId .:r1Iiin~uV!el1.·
OonaJdJan, i..lJ11cJn & ;en~. ~'7/941

The long disranc:: industry is one of today'3
premier growth industries. Where else an
you lind: (1) double-digit unit volume growth,
(2) dedining unit costs. on a nominal as weil
as real basis, (3) a 510 billion barrier to entry,
(4) a benign, sta.ble oligopoly where the priCe
leader fA.T&:Tj is looking to generate cash to
fund orher ventures, and (5;' a oronibition on
comoe!itl0n. .. It is rare co See a full-nedg~d
:ric2 war in an oiigoaoiisric: marker. witness
~oft cnnks. The same holds ,rue in ,he long
::: is'tanc2 marke!. (C». 'NooaJlei ana E. 5/:'wTllnlYler. :JeQll
Nilnw. : 0I2!!J~4)

Many inves!Ors s!iil 5e~m to belieVE that there
has be2n some san: of "pric: war among :he
malar 'Interexchange Grrie!"S. The faC! is thar
although imersrare telephone iares have come
down by about 5a~~ over the pas! decade. the
emire dedine has be~:l 'funded" by decreases
in the amounts paid by interexcnang2 carriers
to the !ocai exchange carriers ror "ac:::ss.... tJonn
3~1l, .~vrr.0t1d i=fIS ~ AHoc.. ;/121951

Overail, ;\1.C1'5 new Friends & F-amiiy program
looks like jusr another mund af discaunring
iunoe!:i by oI"C'/iausIY announc::d increases in
the base rates. 8y foc'.lsing on :he disc::unt
instead OT the rate, the inciusuy has been able
:0 quierJy iaise Dase rates while soending mil
lions of dollars Dromoting ever..incieasing
discounts. (0• .~e!tlgoid:JJld !.-I. :<.uc:;.,• .',,(8rrl/1 Lynci. 11'20195)

Regardless cf your carrier, you are paying
higher and higher ~res ifyau are among the
tens or millions of :J...mericans who have not
signe!:i up for a discount C:iJllng pian. The Der
son paying the rerail rare is bearing the disoro
)Jortionate burden..And these are probably ~he

peDDie who can't afford co make a lor af
phone calls and therefore [do ,jorI qualify ror
cnose cheaper pians. (D. 3,ient, ~ei~~iC2 inc.. !t1WJ5J

AT&T now has the same revenues as the en
tire Bell sysrem juS! before the break '10 in
1984, when they spun olf about as iJerc:!'it or
thei r assets. aoim a~n..{avmona Junes ok ASSoc.. tl2419SJ

MeL .. :lied for a 3.9~a 4coss-:he-board rare
ince:iSc_ We fuily expec: ,-.\T&T, Sprint'. and
:he second lier earners to fallow suit. This
move by ;~G ~s e....memely buiJish for the long
dis'tance SLOc:<S since it sends a c:ear message
to the inve5!mem community rhar the long
jis,anc: ;ndusnv wiH prac.:ic~ 'sate pricing'
wnic:-: wiil read to stable ie'lenue per minutE
rre!"!c1s. "[.0: a. ::'uam=. Saiomon arome". ;/51~5)



;:~~ .THE WALL STREET JOG"R..'fAL THlJRSDAY, MARCH 16,1995

Stall ::Z~port2T-' af7.H£. W.....u.. Snt1!:r=' JOURNAL.

:\. dividend cut by a Baby 3e!!? 'Nhy,
:hae "i'ouid be :ikemessin~ wIth Moeher
Nature. '

The reg-ional Be!! operatmg companies
'lon':-:ven ',:,rant [0 talk lbout [he possibll·
ey Of C:lttlng- che vaunted dividend - mJch

,e:i$ 10 ,he deed - because ,their stoc;<s
could get ;,ammered. '::e! the question
:~eeos ~ppmg 'lp on ',vail Stree!: Which
3aoy Be!! :mg'nt be ;irst to ~JUnc:ure tAle
~ayout :n the C1ext year or so?

The 1iVldend dilemma is most star~{ [or
':J.ciflc Telesis Group, '.vnlch has a 7.20/.

:::ivjdend payout. far and away the hig-hest
:.mong' the 3aby Seils. "?acTe! undouoe·
-:~ly {aces the gTeatest balancing 3.c:"
.:men :e ,:Dmes to ;inancin~ its gTQwlh
strategy while mamtaining a ;'igh d:,vi
::!eno ~ayout., says :\..ndrew 3ischei oi
money manag'er Spare, Tengler ;{aplan !£
3isc:1e! in San F'rancisco, a. Plc!el share
:lolder.

Like other Baby 3ells, ?acific Telesis
:1asn': :my plans :0 change its annual
ji'ndend "at this time," says Je!!rey
::eyser, execuCive direcmr of investor rela
:!Ons. Moreover, Mr. Heyser says the Baby
3e!1 expecrs to fund the large majority of
ltS eXIsting and planned projecrs without
iSSUIng' debt or new equity - or cutting (he
di'ndend. rrowever, tIe concedes ,hat the
comoany'5 {irst big expenditure will be
'unoe'i JY issuing shon·term debc.

Why are some investors wonderIng'
loom ,he Sells' ,iiVldends now, ',linen a cut
:mg-!lc :lot come {or months or even ye:ars?
the :;ovemment's auction oi ",ersonal
,:ommunIc:lCions se!"'l1ces," or ?CS. li
censes las reminded investors:hat the
3e!Js' -:f:ons :0 morph themselves into
5Towchcomoanies ',:,ron't come cheaply,
, 'oner or laler. one of them "will C:It ,1e

,1denc-:l's just a matter oi '.linen. ,. sa~/s

~cott 3illeade:w. ~onto[jo manager.lllth
3anK Jf ..:,.mer-:c:l's ?3.c:fic Hamon aggTES
slve'';Tow,h tund.

why Is.tiiac?TheBibY Se:!s are rac!n~ ,
ahead with costly expansions mea suc::
areas as celluJar'9hone anc r::lble-(e!~v1

sian se!"'!1ces. MeanWhile. competitIon
looms ever larger ~ their once exclUSIve
10caHe!epnone realms. As one big share
holder nuts It: "The Ee!ls {ace an tnherenc
CDnI1ict. What (hey want to :0 as campa'
nies is in contliet '.lIith ·.lInat :heir curr~nt

shareholders 'Ham" - namelY, [at <lIVl-

dends.
"They are literaHy tn a ai·tidend strait- ,

jacxet." says Merrill Lyncn 2.l1alyst Danie!
, ::temgold. The indusiT/S ',:,ror:t fears were
coniirmed when Bell Atlantic's share proc::
otwnmeted aiter :UlOounce~enc oi :ts [lOW

snelved ~lans to mer-;e with :'ele-Clrnmu'
:ucaoons rnc..i.nd Bell .i.u2.l1cc1ad mg
ges;:e!i at the lime merely ct'..a: :.'1e Cii'llCend.
'.lIouid stay :1a(.

3ell company managers kee? ur~n~
snarehotders not to worry, ~nvisioning a
"iO(t landing" that will allow enery inco
new :Jusinesses throu~h internally gener·
lted cash. [t may take tonger. out such
ptans-',l/ouid allow Chern [0 avoid toucfung
the dividend. they say~ meanwhile. earn
ings ',vould perk up and growth investors
',vouid begin to move in. "Tlle 'ler,! Wall
Street people 'Hho fUlly realize the neea
{or the Seils to invest in growth opportuni·,
ties '.Vould be the 'leroy first to react neg':J.
\i'leiy co any change in the dividend pol
!Cj," one Baby Be!! execmive says.

?3.clfic Te!esis' payout continues to be
the nighest among the seven Be!!s. ,olaling
ao% oi tts net !ncome. The BeH a.verage :5
539:>. ',vlth SBC CommuniCltions, (he San
:\.ntonIo-base1 regional pnone company, It
JUSt 529:>.

?CS licenses aione are costing ?3.clfic
Te!esis S695 million. :J1r. Heyser said (he
Bell expec~ to fund the ~X';lenditure by
(ssUin~ commerciaL paper 'lt1thm the ne:-::t
SlX ~onehs.

rne quesnon IS, 'lOW much more oi its
c:lpitai-spending requirement over ,:he
ne:-::r several years will need to come (rom
exte~ai sources. The company says it can
handle most oi its heavy spending require
ments internaHy, inCluding be!ween S500
million and SiOO miHion needed to put (n
the pes ne!Wor:<.

[n addition, Telesis wlll have to pony up
as much 1S 52 billion to .';'1'&1' Corp. in
1998 to pay for its spanking-new ineeractive'
'lideo ne!Work_

If it needs c:lsh, Telesis "has enormous
capability to go to lhe capieal marke!S or
take on additional debt." now ac abouc 55
bUlion. ~r. Heyser said. Thae may be, but
financing its eXDansion eneirely 'IllCh debe
could ieooardize !ts currently ste!lar credit
racing. at least one analyst' says. :~nd
diluc,on [rom issuance of more equity [0

pay :or :!S plans '.lIouldn" necessar±ly SiC
'lIe!1 '.:lith snarer,olders, ~ither.

"We shouldn't be In a. situation ·.lInere
the diVlde!!d in :~OO is more vi J. burden
,han :r is now," Mr. iieyser asserts.
Mayoe. 3ut ,hac assumes itS cere :e!e
;:hone jusine5s remaIns s.rong. 7hac could
c::ange ~mce competltlon s~rt5 [0 take hold
in ,he c.:Jlfor:l1a mar:{et..-\.nci it may ,:a:.;:e
ye:l.r: Je!'ore :ts ;nvestment :n nole ana
OCher :1ew :echnolo!;y pays oiL


