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RE: CC Docket No. 94-1

Dear Mr. Caton:
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0fAC£ OF SECRETARY

Today, the attached letters were sent to Chairman Hundt and Commissioners Quello,
Barrett, Ness, and Chong from John L. Clendenin ofBellSouth in connection with the above
referenced proceeding.

Please call me if you have any questions.

Sincerely,

W. W.J r
Executi e Director - Federal Regulatory

Attachments:

cc: Chairman Hundt
Commissioner Quello
Commissioner Barrett
Commissioner Ness
Commissioner Chong No. of CopiIII'IC'd OJ-I
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J. L ClendenIn
Chairman of the Board

March 22, 1995

The Honorable Reed E. Hundt
Chairman
Federal Communications Commission
1919 M. st. N.W. Room 814
Washington, D.C. 20554

Dear Chairman Hundt:

8eISOl1Ih CorpclI'IIIon
Suite 2000
1155 Peachtree Street, N.E.
Atlanta, Georgia 30367-6000
404 249-2020

I want to thank you for being so generous with your tiae on
the Price Cap issues. I know these matters are complex and
time-consuming, but the outcome is critical to the future of
the requlated telephone business. In thinking about our
meeting, I believe there are three issues that need to be
clarified - they are as follows:

Concern #1: "The Local Exchange Carriers are making too
much money.- We've heard this time and again and it just
doesn't comport with reality. Even with the unfavorable
regulatory treatment of depreciation, which substantially
overstates our reported earnings, we are still very much in
line with the S&P 500. And if we could take the saa.
depreciation treatment as the Cable industry, then we'd
probably have negative earnings. It also is worth noting, as
shown in attachments A & B, that since the LEC price cap
plan was implemented on January 1, 1991, a market weighted
average price of RHC and GTE stocks has underperformed the
S&P 500 and has SUbstantially underperformed IXC stocks.
(AT&T & MCI)

Concern # 2: "The Regional Bell Companies all have a huge
free cash flow.- Free cash flow is defined as operating cash
flow less capital expenditures. In BellSouth's case, our
1994 operating cash flow was $5,172M, of which $3,600M was
spent on various types of telecommunications plant and
equipment. This left the company with $1,572M in free cash
flow of which $1,370M was paid out in dividends to our
shareowners. That left $202M of uncommitted free cash. By
comparison, in 1994, AT&T's operating cash flow was $8,956M
of which $4,853M was spent on plant and equipment. Of the
remaining $4,103M in free cash flow, AT&T paid $1,870M in
dividends. That left $2,233M of uncommitted free cash
more than 10 times as much as Bellsouth's, even though the
AT&T operating cash flow was less than double that of
BellSouth.



Concern # 3: -The Bell companies are monopolies and
shouldn't bave regulatory relier.- Wrong again. In the
interstate exchange access market, which i. the market
regulated by the FCC, BellSouth has mUltiple competitors in
eye~ one of our states. The FCC, of all people, should
understand this issue since the FCC created this competition
in the special access and switched access interconnection
dockets several years ago, after the first price cap plan
was implemented. There is eye~ reason to move away from a
rate-of-return based plan and toward the more flexible plan
that the Co..ission has granted to AT'T and the cable
industry. The Commission made a conscious and appropriate
decision nat to impose a productivity nuaber on the cable
industry. Hor did the Commission make any upward adjustment
to AT'T's productivity factor of 3.0' when it last reviewed
AT'T's price cap plan in July 1993. How why should we be
treated differently?

The exchange carriers have reduced their access prices by
more than 55' since divestiture, accounting for virtually
the entire reduction in interstate long distance rates.
Since 1991, the three biggest long distance companies have
been raising their rates, and, in fact, have bragged about
it. Indeed in it's 1993 annual report to shareholders, AT'T
noted:

-In the latter half of 1993, we
(AT'T) raised some of our prices
and fees--about $500 million on an
annual basis. These increases
were primarily for services where
customer demand is not very
sensitive to price. In late
December we filed for 1994 price
increases of $750 million on
annual basis and also announced a
new discount plan for high-voluae
callers. In January 1994 we also
proposed to raise prices for some
business services by $165 million
on an annual basis ..• We expect
improving economic conditions and
higher prices to cause our
telecommunications services to
grow faster in 1994 than in
1993 ••• Total costs of
telecommunications services
declined this past year; costs in
1992 were about level with those
in 1991. Despite higher calling
volumes, access and other



interconnection costs dropped both
years largely because of lower
prices fro. telephone companies to
reach customers over local
networks. •

Attachment C contains some quotes from analysts on Wall street
that make it clear that the financial community hasn't been
fooled by their activity. And IXC stock prices reflect this, as
you can see fro. attachment B; the IXC's interstate tariffed
rates deliver the kind of price trend that Wall street loves.

Commissioner, it'. ti.e for the FCC to realize how quickly this
industry is changing and revise the regulatory regime along with
that change. The Price Cap docket is the time to do this.

Sincerely,

t/;/ t'll4
~n~. Clendenin
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Attachlaent C

nae View From Wall Street:
Competition In the Long Distance Terephone Market

AT&T and Its rivals are pushlnl some prices
up after almost 10 years of steady dlscountlnl.
This lives AT'T more room to pow profits,
and " creates an umbrella over Mel and
~I allowln. them to raise prices, too.

t-. ... JeMm(, 'fIJIJI'IlJ

ATitT, Mel, and Sprint all have hlah-<Juallty
eamlnp because they operate In a-sta&'e,
oUaopollstlc Industry•••wlthout serious price
competition. rohe only real threat [Is] posed
by the Regional phone companies which are
unlikely to gain regulatory freedom to enter
this business for at least 3·5 years. (1'fI".,A.
~~BlZJlJJJ

Mara1ns Improved for all four ponl distance)
carriers, refleeUnl an Impad from price
Increases and steady declines In access cotb.
"..,1'. WwoId attd AAItIrdC.100ןI,, t.fettIIl~ l/,O/N

The combination of a cor( ollaopoly that
wishes to avoid price wan and failing
operatl", expenses primarily due to
[exchance] access cost reductions Is an
unbeatable environment In which to do
business. (7bIoCAr N. WeIer MdHIci FI01tt~
~ I.utit ,jMIeIt, ",/NJ

The lon, distance Industry Is one of todays
premier srowth Industries. Where else can
you find: (1) double-diSlt unit volume srowth,
(2) decllnlns unit costs, on a nominal as well
as real basis, (3) a $10 billion barrier to entry,
(4) a benlsn, stable olliopoly where the price
leader [AT'1] Is looking to pnerate cash to
fund other ventures, and (S) a prohibItion on
competition. .. It is rare to see a full.noosed
price war In an ol1Sopollstlc matket, wltnett--­
soft drinks. The same holds tNe In the Ions
distance market. /O.W. WoodhJMdE.SWn"", Delli
WIMr.'~

Many Investors stili seem 10 believe tNt there
has been some fOrt oI·prk:e wa" amana the
major Interexchanae carrlen. The fad II that
altllouah Interstate telephone rates have come
down by about 50" over the past decade, the
entire decline h. been ·funded· by decreases
In the amounts paid by Interexchanse carrlen
to the local exchanp carriers for -access.- on
"'" 1tItymond,.",., • "'*" In"
Over.lI, Mel's new Friends' Family program
looks like lust another round of dlscourilln1
funded by previously announced Increases In
the base rates. By focusln. on the discount
Instead of the rate, the Industry has been able
to quietly raise base rates whOe spendln, mil..
lions of dollars promotlna ever·lncreasq
dlscountl. (D• ..".", IIKI N.~M""" t)'fl4 fIlOf'IR

~.rdless of your carrier, you are payq
hlJhet and higher rates Ifyou are amonathe
tens of millions of Americans who have nat
signed up for a discount calling plan. The per­
son paylnl the retail rate Is bearlns the d1spr~
portlonate burden. And these are probably the
people who can't afford to make a lot 01
phon. calls and therefore (do not] qualify for
those cheaper plans. 1>.....T~ fie, '11'_

AT&T now has the same revenues as the en­
tire Bell ~stem lust before the break up In
1984, when they spun off about 8S pelt'ent of
their assets. DoM Iah. R.ayrnondllmti, As... ,1UIt~

Ma.•. flied for a 3.9" across-the-board rate
Increase. We fully expect AT&T, Sprint. and
the second tier carriers to follow suit. This
move by Mel Is extremely bun Ish for the lonl
distance stocks since II sends aclear rnessap
to the Investment community that the Ions
distance Industry will pradici 'safe prldns'
whIch will lead to stable revenue per minute
trends. (}ad ..~ s.bnoft IJIothtn.~



J. L ClendenIn
Chairman of the Board

March 22, 1995

The Honorable Susan Ness
Commissioner
Federal Communications Commission
1919 M. St. N.W. Room 832
Washington, D.C. 20554

Dear Commissioner Ness:

IeI80uth CofpcnIIon
SUte2000
1155 Peachtr. Street. N.E.
Adanta, Georgia 30067-8000
4()4 249-2020

I want to thank you for being so generous with your time on
the Price Cap issues. I know these aatters are coaplex and
time-consuming, but the outcome is critical to the future of
the regulated telephone business. In thinking about our
meeting, I believe there are three issues that need to be
clarified - they are as follows:

Concern #1: -The Local Exchange Carriers are making too
much money.M We've heard this time and again and it just
doesn't comport with reality. Even with the unfavorable
regulatory treatment of depreciation, which sUbstantially
overstates our reported earnings, we are still very much in
line with the S'P 500. And if we could take the a..e
depreciation treatment as the Cable industry, then we'd
probably have negative earnings. It also is worth noting, as
shown in attachments A & S, that since the LEC price cap
plan was implemented on January 1, 1991, a market weighted
average price of RHC and GTE stocks has underperformed the
S&P 500 and has sUbstantially underperformed IXC stocks.
(AT&T & MCI)

Concern # 2: -The Regional Bell Companies all have a huge
tree cash rlow. M Free cash flow is defined as operating cash
flow less capital expenditures. In BellSouth's case, our
1994 operating cash flow was $5,172M, of which $3,600M was
spent on various types of telecommunications plant and
equipment. This left the company with $1,572M in free cash
flow of which $1,370M was paid out in dividends to our
shareowners. That left $202M of uncommitted free cash. By
comparison, in 1994, AT&T's operating cash flow was $8,956M
of which $4,853M was spent on plant and equipment. Of the
remaining $4,103M in free cash flow, AT&T paid $1,870M in
dividends. That left $2,233M of uncommitted free cash
more than 10 times as much as BellSouth's, even though the
AT&T operating cash flow was less than double that of
BellSouth.



Concern I 3: -The Bell companies are monopolies and
shouldn't have regulatory reliet.- Wrong again. In the
interstate exchange access aarket, which is the market
requlated by the FCC, BellSouth has multiple coapetitors in
everyone of our states. The FCC, of all people, should
understand this issue since the FCC created this competition
in the special access and switched access interconnection
dockets several years ago, after the first price cap plan
was implemented. There is every reason to move away from a
rate-of-return based plan and toward the more flexible plan
that the Commission has granted to AT'T and the cable
industry. The Commission made a conscious and appropriate
decision nat to impose a productivity number on the cable
industry. Nor did the Commission make any upward adjustment
to AT'T's productivity factor of 3.0' when it last reviewed
AT'T's price cap plan in July 1993. Now why should we be
treated differently?

The exchange carriers have reduced their access prices by
more than 55' since divestiture, accounting for virtually
the entire reduction in interstate long distance rates.
since 1991, the three biggest long distance companies have
been raising their rates, and, in fact, have bragged about
it. Indeed in it's 1993 annual report to shareholders, AT'T
noted:

-In the latter half of 1993, we
(AT'T) raised so.e of our prices
and fees--about $500 million on an
annual basis. These increases
were primarily for services where
customer demand is not very
sensitive to price. In late
December we filed for 1994 price
increases of $750 million on
annual basis and also announced a
new discount plan for high-volume
callers. In January 1994 we also
proposed to raise prices for some
business services by $165 million
on an annual basis .•.We expect
improving economic conditions and
higher prices to cause our
telecommunications services to
grow faster in 1994 than in
1993 ••• Total costs of
telecommunications services
declined this past year; costs in
1992 were about level with those
in 1991. Despite higher calling
volumes, access and other



interconnection costs dropped both
years largely because of lower
prices tram telephone companies to
reach customers over local
networks. •

Attachment C contains some quotes from analysts on Wall Street
that make it clear that the financial community hasn't been
fooled by their activity. And IXC stock prices reflect this, as
you can see from attachment Bi the IXC's interstate tariffed
rates deliver the kind of price trend that Wall Street loves.

Commissioner, it's time for the FCC to realize how quickly this
industry i. changing and revise the regulatory regiae along with
that change. The Price Cap docket is the time to do this.

Sincerely,

///{~~
~n~.' Clendenin
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The VIew from Wall Street:
Competltl()n In the long Distance Telephone Market

ATItTand Its rivals are PUshlnl some prk'.el
up after almost 10 years of steady dlscountln"
this lives ATIITmora room to pow pronts,
and • creates an umbrena over Mel and
SDtIN. allowIn. them to raise prices, too.""-IM\ ...~ ,cr»tJ...
AT.,T, MC~ and Sprlnlill have h~ull1ty
eam" because they operate In .-stable,
oRIOPOIIstJc Industry•••wlthout sertous price
~ltlon. Olhe only reallh.... (Is) posed
by 1M Reslonal phone COf'I1)In). whICh art
unlikely 10 pin regulatory freedom to enter
this business for alleast ),5 yean. tph/JtJA.
~ CoMft, I12J1JN

Maralns Improved for .U four Pona distance)
came", "ftset'. an Impad from price
Increeses and steady deClines In accets costs.
IhttItI r.1tMtwtJIdattd~c.r... lrIatrIIll~JI,ott

The combination of. cozy oll.oplfy that
WIshes to avoid price Wlrs and filll"l
operatlna expenses prlmarlty due 10
[exchanceJ access cost reductions Is an
unbeatable environment In which to do
business. (IlnoCAyIi WtIrer MdH/tjFI01~
~ l&MtiI,~ "I!NI

Many Investors Itnt seem to believe thai there
has been some 10ft of ·prlce~ amona the
~or Interexch...... carriers. The fact II thai
al"oush Interstate .lephone raaes have come
down by about so, over the past decide, the
entire decline his bien ·fu~ by deere..
In the .mounts paid by Interexehanp cartIefI
to 1M local excha"l' Qn1efs for -access.· ,.
....~/lmtfl~'n..

OvellU, MO'. new friends II Family proaram
looks Ike Just another round of dhcountq
funded by previously announced Incteases In
the base rates. By fOCUS:50nthe dlscourt
INtead of the rate, the I has been able
to quIetly raise base rates wh e spendln. mil­
nons of doll." promotlna ever-IncrNllnI
d1scounb. 10. ....", IItIII.ltIfCII\""'l~ 1lIOII11

....rd1ess of your can1eI, you IN PIYhI
hIP« and hlaher rates Ifyou lIIamont the
lens of minIoN ofAmerIcInI who hM not
11aned up for • discount cal!ln, plan. The per­
son paylnl1he retlil rate Is bear1nI the ~t'()a
portlonate burden. And 1hese are probably the
~Ie who can' ,fford to make • lotd
Phone calls and therefore (do nOll qualify for
those cheaper plans. 1>.~,~., rI1l/f11

AT&T now has the same revenues _ the en­
tIre Bell ~em Just before the blUk up In
1984, when they spun off about 85 pertent of
theIr assets. (Ioht .....~1IrMfI AI-., ,n4ltll

The Ian. distance Industry It one of today'.
premier arowth Industries. Where else can
you find: (1) doublt-dJsIt unit volume srowth,
(2) decllnlna unit costs, on a nominal as well
IS real basis, (3) I $10 billion barrier to entl)',
(4) a benlan, stable ollsopol)' where the price
leader (ATlt1) Is looklns to senerate cash to Mo... flied for a 3.,,, across-lhe--board rate
fund other ventures, ana (S). prohibition on Increase. We fully mcped AT&T, Sprint, and
competition••. It is rare to see a fufl.fledsed 1he second tJer carriers to follow suit. This
price war In an ol1Sopollstlc maft(et, wltn.--- move by MClb extremely bullish for the lonl
soft drinks. The same holds true In the loni'''''--' distance stocks since" sends • cleat messap
distance market. jGW.~Md f.SWn~DlIn to the Investment community that the 'ons
WIler. '0':J&0'H1 . distance Industry wdl practice 'safe prlclnl'

which will lead to stable revenue per minute
trend,. tid ..~ Jabnoft ..... M5iJ



J. L. ClendenIn
Chairman of the Board

March 22, 1995

The Honorable James H. Quello
Commissioner
Federal Communications Commission
1919 M. st. N.W. Room 802
Washington, D.C. 20554

Dear co.-issioner Quello:

IIISouIh Cotporllllan
SYite 2000
1155 Peachtree Street, N.E.
AIlanta. Georgia 30361-6000
404 249-2020

I want to thank you for being so generous with your time on
the Price Cap issues. I know these matters are complex and
time-consuming, but the outcome is critical to the future of
the requlated telephone business. In thinking about our
meeting, I believe there are three issues that need to be
clarified - they are as follows:

Concern #1: NThe Local Exchange Carriers are making too
much money.- We've heard this time and again and it just
doesn't comport with reality. Even with the unfavorable
requlatory treatment of depreciation, which SUbstantially
overstates our reported earning., we are still very auch in
1ine with the S&P 500. And if we could take the salle
depreciation treatment as the Cable industry, then we'd
probably have negative earnings. It also is worth noting, as
shown in attachments A & B, that since the LEC price cap
plan was implemented on January 1, 1991, a market weighted
average price of RHC and GTE stocks has underperformed the
S&P 500 and has SUbstantially underperformed IXC stocks.
(AT&T & MCI)

Concern # 2: NThe Regional Bell Companies all have a huge
free cash flow.- Free cash flow is defined as operating cash
flow less capital expenditures. In BellSouth's case, our
1994 operating cash flow was $5,172M, of which $3,600M was
spent on various types of telecommunications plant and
equipment. This left the company with $1,572M in free cash
flow of which $1,370M was paid out in dividends to our
shareowners. That left $202M of uncommitted free cash. By
comparison, in 1994, AT&T's operating cash flow was $8,956M
of which $4,853M was spent on plant and equipment. Of the
remaining $4,103M in free cash flow, AT&T paid $1,870M in
dividends. That left $2,233M of uncommitted free cash
more than 10 times as much as BellSouth's, even though the
AT&T operating cash flow was less than double that of
BellSouth.



Concern # 3: -The Bell Companies are monopolies and
shouldn't have regulatory relieL.- Wrong again. In the
interstate exchange access market, which i. the market­
regulated by the PCC, BellSouth has multipll competitors in
every one of our states. The FCC, of all plople, should
understand this issue since the FCC created this competition
in the special access and switched access interconnection
dockets several years ago, after the firat price cap plan
was implemented. There is every reason to move away from a
rate-of-return based plan and toward the aore flexible plan
that the co..ission has granted to AT&T and the cable
industry. The Commission made a conscious and appropriate
decision DQt to impose a productivity nuaber on the cable
industry. Nor did the Commission make any upward adjustment
to AT&T's productivity factor of 3.0' when it last reviewed
AT&T's price cap plan in July 1993. Now why should we be
treated differently?

The exchange carriers have reduced their access prices by
more than 55' since divestiture, accounting for virtually
the entire reduction in interstate long distance rates.
since 1991, the three biggest long distance companies have
been raising their rates, and, in fact, have bragged about
it. Indeed in it's 1993 annual report to shareholders, AT&T
noted:

-In the latter half of 1993, we
(AT'T) raised some of our prices
and fees--about $500 million on an
annual basis. These increases
were primarily for services where
customer demand is not very
sensitive to price. In late
December we filed for 1994 price
increases of $750 million on
annual basis and also announced a
new discount plan for high-voluae
callers. In January 1994 we also
proposed to raise prices for some
business services by $165 million
on an annual basis ..• We expect
improving economic conditions and
higher prices to cause our
telecommunications services to
grow faster in 1994 than in
1993 ••. Total costs of
telecommunications services
declined this past yearj costs in
1992 were about level with those
in 1991. Despite higher calling
volumes, access and other



interconnection costs dropped both
year. larqely because of lower
prices from telephone companies to
reach customers over local
networks.-

Attachment C contains some quotes froa analysts on Wall street
that make it clear that the financial community hasn't been
fooled by their activity. And IXC stock price. reflect this, as
you can see from attachment Bj the IXC's interstate tariffed
rates deliver the kind of price trend that Wall street love••

Commissioner, it'. time for the FCC to realize how quickly this
industry i. chanqinq and revise the requlatory regime alonq with
that change. The Price Cap docket is the time to do this.

Sincerely,

k/t~J~
~hn ~. Clendenin



c.,
c

I
u
3.., ..c

If I
II

I .

II'I
I' ' I
I I

1M
§~

IIa t'I I tIpi

J~ I
'I

.s' tJ 11 •
I )

Jl I

I I I . I
I',!' J
I I a. I I!l;-

.~-- I-!!I JJ ,l "'"'J~. . .. .. .. , , .. ;:I .. ..



CIl:t

~
c:

I
u
:J l.,
<

:::::::::~fI

I
I· I, .-
I I
§.. ..

I
- I'
I &

JI I

J t :, ..I •

J J,
I ·.1.1 'I"I .. .

JI e-tlfi_ I
cwr~

~~ I~-



Attlchllent C

The View From Wan Street:
CompetltlQn In the Lonl Distance Telephone Market

ATleT and Its rivals are pushlnl some prices
up after almost 10 yealS of steady dlscountln••
This lives ATa,T more room to .row profits,
and II creates an umbrella over Met and=allowln, them to raise prices, too.

......~'cr»ta..
AT.T, MCI, and Sprint all have hlJh.Quallly
• mlnp because they operate In .-stable,
ofilOPOlIst1c Industry•••wlthout serious price
competition. lTlhe only rallhreat Ps) posed
by the Rellonal phone companies which 11'8
unlikely to pin regulatory freedom to enter
thl, business for at least 3·5 yean. "./JtJA.
At~~emlJJJ

Maralns Improved for all four pons distance)
cart1ers, reftect1n8 an Impad from prke
Increeses and ,teady dedInet In access cotIt.,,1ttIeI,.WwoIdattd AIdtItdC.T"" """",1~2/'.
The combination of. cozy orllo~1y that
wishes to avoid price wan and filllnl
operatlna expenses primarily due to
[exchanle] access cost reductions Is an
unbeatable environment In which to do
b\Klness. mnocAy H. WeIer MdHtiFIO'tt~
~!AIb&~",,",

The lon, distance Industl'y Is one of loday'.
premier Irowth Industries. Where else can
you flnd: (1) double-dJaIt unit volume 8"owth,
(2) decllnlna unit costs, on a nDmlnalu well
IS real basis, (3) a $10 billion barrier to entry,
(4) a benlp, stable oIllopoly where the price
leader~T"111s looking to aenerate casl\ to
fund ocher ventures, and (S) I prohibition on
competition. .. It is rare to see a fuU-fledsed
price war In an ollSopollstlc market, wltneg~=:::
soft drinks. The same holds tNe In the lonl .
distance marlcet. /C.tv. ta.NlWMdE. StMnfn4et, Delli
WIMr,,~ .•"'\~- .

Many InvestoR stnl ..... 10 believe that Ihere
has been some IOrt of 'price WIt' amona Ihe
major Interexchanp ClrrIIn. The flClll that
ahfioulh Inletttlte,,~ ..... have come
down by about 50.. over the ..decide, the
entire decline his been 1unc:Jicr by~
In the amounts paid by InIeI'fX:Charip carrIerI
to the localex~ canIen for .acc:ess.• ,......~"""'I AMJC., tn•

Overall, Mel'. new Friends' family prosram
looks like lust another rCU'd of discount,",
funded by previously announced Increases In
the base rateL By fOCUS:!ithe discount
Instead of the rate, the I has been able
to quietly raise base rates wh e spendllll milo­
lions of dolla" promotlnaever-lnc:rNlq
dlscountt. CD•.....,MIl,.,.~ """")Ml, """

R.rdless of your can1eI, you IIIpaykw
hi,. and h1sher rat.'you are~ the
Itns of millIoN ofAmerbnJ who hM not
11pd up for I discountalflna plan. l1w per­
son paylnl the retail rite If beltlnl the~ro.
portlonate burden. And 1hese arep~ the
~Ie who can't ,'ord to make alot d
Phone caUs and therefore (do ncQ qualify for
those cheaper plans. I).~ rMalab.. 1/2,.
AT&1 now has the same revenues _ the en­
tire 8ell~m lust before the brule up In
1984, when they spun offabout 85 percent of
their assetJ. DoMW1,~".AMN:.. "HI'~

Ma... filed for a 3.9'1t acro~rd rate
Increase. We fully expedAT&T, Sprint, and
the second tier carriers to follow suk. This
move by Mel Is extremely bullish for the lon,
distance stocks ,Inee It sends aclear messap
to the Investment community tNd 1he Iq
distance Industry will p-radlce 'safe Prldnl'
wh teh will lead to stable tevenue per minute
trends. tid"~........,.,*'



J. L. Clendenin
Chairman 01 the Board

March 22, 1995

The Honorable Andrew C. Barrett
Commissioner
Federal Communications commission
1919 M. st. N.W. Room 826
Washington, D.C. 20554

Dear Commissioner Barrett:

1••ouIh CoIpoc'ItIon
Suile2000
1155 Peachtree Street. N.E.
A!Ierta, Georgia 30367.«XX)
~249-2020

I want to thank you for being so generous with your ti.e on
the Price Cap issues. I know these matters are complex and
time-consuming, but the outcome is critical to the future of
the regulated telephone business. In thinking about our
meeting, I believe there are three issues that need to be
clarified - they are as follows:

Concern 11: -The Local Exchange Carriers are making too
much money.- We've heard this time and again and it just
doesn't comport with reality. Even with the unfavorable
regulatory treatment of depreciation, which substantially
overstates our reported earnings, we are still very much in
line with the S&P 500. And if we could take the sa••
depreciation treatment as the Cable indUStry, then we'd
probably have negative earnings. It also is worth noting, as
shown in attachments A & B, that since the LEC price cap
plan was implemented on January 1, 1991, a aarket weighted
average price of RHC and GTE stocks has underperformed the
S&P 500 and has substantially underperforaed IXC stocks.
(AT&T & MCI)

Concern I 2: -The Regional Bell Companies all have a huge
free cash L1ow.- Free cash flow is defined as operating cash
flow less capital expenditures. In BellSouth's case, our
1994 operating cash flow was $5,172M, of which $3,600M was
spent on various types of telecommunications plant and
equipment. This left the company with $1,S72M in free cash
flow of which $1,370M was paid out in dividends to our
shareowners. That left $202M of uncommitted free cash. By
comparison, in 1994, AT&T'S operating cash flow was $8,956M
of which $4,853M was spent on plant and equipment. Of the
remaining $4,103M in free cash flow, AT&T paid $1,870M in
dividends. That left $2,233M of uncommitted free cash
more than 10 times as much as BellSouth's, even though the
AT&T operating cash flow was less than double that of
BellSouth.



Concern # 3: -The Bell Companies are monopolies and
shouldn't have regulatory relie!.- Wrong aqain. In the
interstate exchange access market, which i. the market
requlated by the FCC, BellSouth has mUltiple competitors in
every one of our states. The FCC, of all people, should
understand this issue since the FCC created this competition
in the special access and switched access interconnection
dockets several years aqo, after the first price cap plan
was implemented. There is every reason to move away from a
rate-of-return based plan and toward the more flexible plan
that the Commission has granted to AT'T and the cable
industry. The Commission made a conscious and appropriate
decision ngt to impose a productivity number on the cable
industry. Nor did the Commission make any upward adjustment
to AT'T's productivity factor of 3.0' when it last reviewed
AT&T's price cap plan in July 1993. Now why should we be
treated differently?

The exchange carriers have reduced their access prices by
more than 55' since divestiture, accountinq for virtually
the entire reduction in interstate long distance rates.
Since 1991, the three biggest long distance companies have
been raising their rates, and, in fact, have bragqed about
it. Indeed in it's 1993 annual report to shareholders, AT'T
noted:

-In the latter half of 1993, we
(AT'T) raised some of our prices
and fees--about $500 million on an
annual basis. These increases
were primarily for services where
customer demand is not very
sensitive to price. In late
December we tiled for 1994 price
increases of $750 million on
annual basis and also announced a
new discount plan for hiqh-volume
callers. In January 1994 we also
proposed to raise prices for some
business services by $165 million
on an annual basis •.. We expect
improving economic conditions and
higher prices to cause our
telecommunications services to
grow faster in 1994 than in
1993 •.. Total costs of
telecommunications services
declined this past year; costs in
1992 were about level with those
in 1991. Despite higher calling
volumes, access and other



interconnection costs dropped both
years largely because of lower
prices fro. telephone companies to
reach customers over local
networks. •

Attachment C contains some quotes from analysts on Wall street
that make it clear that the financial community hasn't been
fooled by their activity. And IXC stock prices reflect this, as
you can see from attachment Bi the IXC's interstate tariffed
rates deliver the kind of price trend that Wall Street loves.

Commissioner, it's time for the FCC to realize how quickly this
industry is changing and revise the regulatory regime along with
that change. The Price Cap docket is the time to do this.

Sincerely,

L~~n~



c..,
c:

I
u
3..,

-.c

( I
II

I .

II'1
J~ . I
~l I

§~ I1M a
II t1

fI..
Ii II.I'

II. I .II •
I )

Jl.. -

I

I I I . I
I'·!' J
I I a, J lff:,-.:~~.......-
1- ~ IJ :~

.,
•JJ' .

--
, ~ , ..

~:I ..
~ ..



~..
c:

I
u
.1 l..
ce

=::::~if

I
!. i,

~

I I
~,

..
I

- I'
I &

)
I It ::I
J I . .

" I~I.I ~~J .
Jli!- I

,.sa
I~-



The View From Wall Street:
Competition In the Long Distance Telephone Market

ATler and Its rlvafs are pushIn. some prices
up aft" almost 10 years of steady dlscountln..
this lives AT"T more room to .,.OW profits,
and It creates an umbren. over MCland
~1' allowIn, them to raise prices, too.

o~ ...SWM«. ,...,.
.

ATleT, Mel, and Spmt an have hlah-Quallty
earnlnp beCause they operate In .-stable,
oI18OPOIIstic Industry•••wllhout serious price
competition. rohe only real threat ps] posed
by tfie Rel10nal phone companies which are
unlikely to pin resulatOt'Y freedom to enter
this business for at least 3·5 yean. "",.A.
~~enJlt»

Maralns Improved for all four Dona distance]
cartlers, reflectlna an If'It)Id from price
Inc... and .teldy declines In access costs.
"..,.1'.~MIlnJtitdc.r~ ",."",LJf1C4 1I1tJ1J41

The combination of. CDZY oIll~1y that
wishes to avoid price wan and filllni
operatlna expenses primarily due to
(exchance) access cost reductions Is an
unbeatable environment In whkh to do
busIness. {BnoCAy H. WtIIIrMd NIdc FlOIlIlitufsett,
~W4la'~flr,"

The lon, distance Industry Is one of today.
premier srowth Industries. Where else can
you find: (1) doubte-d1a1t unit volume 8"owth,
(2) decllnlnl unit costs, on • nominal as well
as real basis, (3) a $10 billion barrier to entry,
(4) • benlp, stable olliopoly where the price
leader [AT'1) Is looking to senerate cash to
fund OCher ventures, ana (S) a prohibition on
competition••. It is rare to see a fun-noosed
price war In an oliSopollstlc market, wltn.~:::::
soft drinks. The same holds true In the lonl 0

distance market. /C.w.~MdE. SWn/n4et. OeM
WIMr, '~

Many Investors Itnl seem 10 believe that there
has been some 10ft of -price \'tV -mona dw
~or Interexch.... carriers. The tid II Chat
aldloulh Intel1tlte ..~ raIeI have come
down by about 50'1. over the past decade, the
entire decline has been~ by.....
In the amounts paid by InIel\lCCharip canIen
10 the local exchanae carriers for -access.· ,.,.
...~""",• .woe., ,n_
Overall, MCI's new friends Ie family proaram
looks Ib Just another~ ofd1tcourillnl
funded by previously announced Incteases In
the base rates. By focus=snthe dlscou..
Instead of the rale, the I has been able
to quietly raise base rates wh e spendlna mil­
lions of don." promotlrwever-lnaeaslnl
dlscounb. to. ..""" IItfIIi. JrIIW\ ",.""t~ ..""

leaardless of your carrier, you IN payq
hlst- and h1sher rat. Ifyou are '''*'1M
tens of minions ofArnerIcInI who have nat
slsned up for I discount caRini plan. The per­
son paylnl1he retil1 rate 15 bearlns the_r~
portlonate burden. And fee arep~ the
people who can' _"Old 10 make a lot 01
Phone caUs and therefore [do ncrJ qualify for
those cheaper ptans. 1>..... TtJt.Qob~ IIJ,.
AT&1 now has the same revenues _ the en­
tire 8ell ~em Just before the break up In
1984, when they spun otfabout 8S percent of
their assets. OOM Jah, b)fDOIId""'Anoc., ,1UIt.

Ma.•• filed for a3.'" across-thHoard rate
Increase. We funy expect AT&T, Sprint, and
1he second tier carriers to follow suit. This
move by MClIs extremely bullish (or the lonl
distance stocks .Ince It sends aclear messase
to the Investment community that the Ions
distance Industry will ~radJce 'safe prklnl'
whIch will lead to sta61e revenue per minute
trends. (lid"~~ trodaetI,..


