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RE: CC Docket No. 94-1

On March 20,. 1995 / Edward Young, Bell Atlantic-Vice President
External Affairs and Ed Lowry met with Karen Brinkmann, Special
Assistant to Chairman Hundt, to discuss the attached, as in
pertains to the aforementioned proceeding.

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

Sincerely,

Attachment

cc: Karen Brinkmann
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PRICE CAP REFORM

• Principled Based Productivity Index

Compara.ble to other industries

• Need to pres:erve incentives for investment and efficiency

• Establish an adaptive framework for transitioning to
competition

Remove interexchange basket from price caps as a first
step

These s:ervices are competitive and LEC is not dominant
carrier

• Interim plan would create further uncertainty
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Boll Atlantic
Pl'iCI Cap Reform ICC Docket 94-1l

February 15. 1994

'NTIREXCHANG~{lX} BASKET

Consideration In~uld b. given 10 removi IX l.rvices from Price C~p Regulation. at a mi!1iml,lm
Corridor Service ~hould be remond.

In~erexcnanoeServices consist at the followinq;

~lntQrstate lnterLATA (Ccnidcrl
·Interstate IntraLA.TA
-Operator ~l1d Directory Assistance
for Interstate Inter and Intra LATA

•

•

•

•

•

R4tlonal for RemovaJ at such serviC2ls trom Prics Cap Regulation:

-Commission has already Teco~jnized that these services ,Wi competitive
in their original Price CJp Order.

-Competitors are not subject to earnings monitoring.
-Mar1<etplac9 has already established 3 price ceiling. {APt is below pen
-Sell Atlantic i: Non-Oominant carrier in corridor.

Interstate lnterlATA (Corridorl Services:

·Prices are 20-40% calow AT&T's.
·Represents 41 % of 8ell Atlantic} 3 IX Basket.
-Customers are currently bypsssinQ BA for ti'is service.

·AlI ClJ~tomers have the option and abilitY "to use other Long Ois'tance
Carriers

-8usiness customers use;
-FG A
-Dedicated Special Acc~ss Services
-PBX's prolJrammed to auto diaJ an !XC

-Small Business customers use:
-Automatic Dialers
-SpQQd Dialing
-Have significantly lowered rates in 'the review period
-Toll Plans
-Represents 48% of SA's IX B:~kQt

8e" A11antic is unique in the Amount aT IX competition it faces today:

·8ell Atlantic} s IX baskst revenues are more than 35 % of the total PC
LEes IX Basket RevE!l1ue.

O~er Consideriltions

-Other ComQetitive Data
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Composite Switched Access Rates

BA rates have declined 22% from 1991 through 1994
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The View From WaH Street:
Competition in the~ long Distance Telephone l\1arket

AT&T a.nd its rivals are pushing some prices
up after almost 10 years of steady discounting.
Th is gives AT&T more room to grow profits,
and it creates an umbrella over MCl and
Sprint, allowing them to raise prices, tao.
iKenfl1!(/J /.<<In, Sellr 5!NI'ns, :0120192)

AT&T, Mel, and Sprint all have high..quality
earnings because they 0pI:rate in a stable,
oligopolistic industry.. .'Nithout serious price
competition. rnhe only ft:ai threat [is} posed
by the Regional phone co,,,panies which are
unlikely to gain regulatory fre~dom to enter
this business for at least 3-5 years. (PhJlloA.
M:maflerl, Ca~n, 81'ZJ/93)

Margins improved ror all four (long distanceJ
carriers, reflecting an impact from price
increases and steady dedines in access costs.
(DJlIJiIlJ P. /?,eingoJd and RIchard CTooiE'•.'derritJ Lynch. 2110/94)

The combination of a cozy oligopoly that
wishes to avoid price wars and falling
operating expenses primarily due to
[exchange] access cost red1.ldions is an
unbeatable environment in which to do
business. fTimomy N. Weller and Nld; F",Jln~uY5en.
Donaldson, i.JJfldn .. JennlW!. 6111941

The long distance industrys one of today's
premier growth industries. Where else can
you find: (1) double-digit unit volume growth,
(2) declining unit costs, on a nominal as well
as real basis, (3) a .$10 billion barrier to entry,
(4) a benign, stable oligopoly where the price
leader (AT&:T] is looking to generate cash to
fund other ventures, and (5) a prohibition on
competition.. , It is rare to see a full-fledged
price war in an oligopolistic market, witness
soft drinks. The same holds true in the long
distance market. (c.w. Wood1/~ and E. Struml/lg/ler, DeQ/l
'MIter, 'at28J94)

Many investors still seem to believe that there
has been some sort of "price war/( among the
major interexchange carriers. The fad is that
although interstate telephone rates have come
down by about 50% aver the past decade, the
entire decline has been '"funded'" by decreases
'In the amounts paid by interexchange carriers
to the local exchange carriers for ;,/ access. d aohn
aaln, KlIYrTlCnd ]4.mes &r Assoc.. lIT :zI95}

Overall, MCl's new Friends & Family program
looks like just another round af discounting
funded by previously announczd increases in
the base rates. By focusing on the discount
instead of the rate, the industry has been able
to quietly raise base rates while spending mil­
lions of doilars promoting ever-increasing
discounts. (D. .:l.eingold and M..~c.n, Merrill Lynch, J120195)

Regardless of your carrier, you are paying
higher and higher rates if you are among the
tens of mrilions of Americans who have not
signed up for a discount calling plan. The per­
son paying the retail rate is bearing the dispro­
portionate burden. i~nd these are probably the
people who can't afford to make a lot of
phone calls and therefore [do notJ qualify for
those cheaper plans. (D. 8t1e~, rele-G~olce Inc.. 1/21195)

AT&T now has the same revenues as the en­
tire Bell system just before the break up in
1984, when they spun off about 85 percent of
the ir assets. (john avo. Raymond lvruu & Assoc., 1/24/95)

Mel. .. filed ror a 3. gOk across-the-board rate
increase. We fully exped AT&T, Sprint. and
the second tier carriers to follow suit. This
move by MCI is extremely bullish for the long
distance Slacks since it sends a clear message
to the investment community that the long
distance industry will practice 'safe pricing'
which will lead to stable revenue per minute
trends. (fad 8. CiIJOm.2n. 5a1omon Brec1len, 21619S)
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By SUSAN PUllIAM' .
.1.nd LESLIE CAULEY

Scaif Reporter] of THE. W AU. STREE:r JOURl<"'''

A dividend cut by a. Baby Bell? Why,
~hat would be like messing with Mother
Nature. .

The regional Bell operating compat1ies
don't ~ven want ,0 talk about the oossibil­
lty of cutting the vaunted dividend'- ml!ch
ie:;:) do the deed - because their sto~:~{S

could get. hammered. Yet the questIon
;;eeps popping up on Wall Street: Whlich
Baby Be!! might be first to puncture:he
payout :n the next year or so?

The dividend dilemma is most stark for
Pacific Telesis Group, which has a 7.,1%
dividend payout. far and away the highlest
3.mong the Baby Bells. "PacTel undoubt­
~Qly {aces the greatest balancing al:t"
·,llhen It comes· to ~inancing its groWth
mategy ',l/hile maintaining a high dilvj­
:!end payout.. says Andrew Bischel of
money manager Spare, Tengler Kaplan &
3ische! in San Franc:sco. a PacTel share­
Jolder.

::.ike other Baby Bells. Pacific Tetelsis
:-Jasn't :my plans to change its ann1lal
diVIdend "at this time." says Jetfrl'ey
:-Ieyser, executive director of investor rella­
tions. :';[oreover. Mr. Heyser says the B~by ,
Bell expects to iund ~he large majority or
its exisring and planned projects with<llut
issumg debt or new equity - or cutting tlhe
aividend. However, he concedes that t!he
company's first big expenditure will be
:'unded !:ly issuing shan-term debt. .

Why are some investors wonderiing
about ,he Bells' dividends now, 'Ilhen a c!:ut
might not come for months or even yearls?
The government's auction ot "personI11­
commuDlcations serrices." or PCS. li­
censes ~1a.s reminded investors ,hac the
3e!ls' efforts to morph themselves lnto
growth compames won't come cheapily.
Sooner Jr tater, one of them "will cut ,ihe
diVIdend -:t'3 Just a matter at when." says
5co(( 3illeadeau. portfolio manager wuh
3ank of c>.mer:ca's Pac:iic Horizon aggrE!!S'

slve-growth fund.

Why is,that?The BabyBells are racing
ahead with costly expansions into such
areas as cellUlar-phone and c3.ble-te!~Vl­

sian services. Meanwhile. compedtlOn
looms ever larger in thelr once, ~xclUSlve
10caHeleph~me realms. A~ one OI?, share­
holder nuts it: "The Bells tace an mherent
conmct. What they want to do as compa­
nies is in conrlict with ',l/hat their curr~nt

shareholders wane" - namely, [at dm­
dends.

"They are literally in a dividend strait- .
jacket." says Merrill Lynch analyst Daniel

. Reingold. The industry's worst [ears were
confirmed when Bell Atlantic's share pnce
plummeted alter announcement or its now­
shelved plans to merge with Te!e-Commu­
nlcations Inc_ ,1.nd 3e!! .1.tlamic had sug­
gested at the time merely that ,he diVIdend
would stay :lac.

Bell company managers keep urgmg
shareholders not to worry, envisioning a
"soil landing" that will allow entry into
new businesses through internally gener­
ated cash. It may take tonger. but such
plan's-,,vould allow them to avoid touching
t..'1e dividend. they say; meanwhile, earn­
ings would perl!: up and growth investors
would begin to move in. "The very Wall
Street people who fully realize the need
for the Bells W invest in growth opportuni-.
ties would be the very first to react nega­
tively to any change in the dividend pol­
icy," one Baby Bell executive says.

?acific Telesis' payout continues to be
the highest among the seven Be!!s. totaling
30% of its ner income. The Be!! average is
58%. WIth SEC Communications. the San
Antonio-based regional phone company, at
just 52%.

PCS licenses alone are costing Paciiic
Telesis S695 million. Mr. Heyser said the
Bell expects to fund ,he expenditure by
issuing commercial paper 'Nlthin the next
six months.

me quesuon IS. now much more of its
capitaj-spending requirement over the
next several years will need to come from
external sources. The company says it can
handle most or its heavy spending- require­
ments internally. including between S500
million and SiOO million needed to put in ;
the PCS networ:<.

In addition. ~e!esis will have to pony up
as much as S2 billion to AT&T Corp. in
1998 to pay for its spanking-new interactive·
'!ideo network_

If it needs cash. Telesis "has enormous
capability to go to the capital markets or
take on additional debt." now at about S5
billion. Mr. Heyser said. That may be. Out ,
financing its ;:xpansion entirely with debt I
could jeooardize its currently ste!!ar credit I'.
racing, at least one analyst' says. And
dilution from issuance of more equity to I
;Jay for its plans wouldn't necessarily sIt I
'.yell with shareholders. either. I

"We shouldn't be in a situation where
[he dividend :n ~OOO is more ,Jf a burden
,han it is now," Mr. Heyser asserts.
Maybe. But thac assumes its core tele­
::hone business remains strong. That could
c:lange once compecition starts to take hold
in (he CJ.liforma marker. And it may take
ye:J.rs before its investment in cable and
other new technology pays oiL


