
J. L CIendtl*t
Chairman d It'oe Board

March 22, 1995

•••auItI Cotpuollllon
S\ile2000
1155 Peec:htr..Street. N.E.
AIIatU, Geoc'gil30367-«XlO
404 249-2020

The Honorable Rachell. B. Chong
Commissioner
Federal Communications Commission
1919 M. st. N.W. Roo. 844
Washington, D.C. 20554

Dear co.-issioner Chong:

I want to thank you for being so generous with your tia. on
the Price Cap issue.. I know these matters are complex and
time-consuainq, 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 Bxchange 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 treat.ent of depreciation, which substantially
overstates our reported earnings, we are atill very auCb in
line with the S&P 500. And if we could taka the __
depreciation treat-ent as the Cable industry, then we'd
probably have negative earnings. It also is worth notinq, as
shown in attachments A 'B, that since the Lie price cap
plan was implemented on January 1, 1991, a aarket weighted
averaqe price of RHC and GTE stocks has underperformed the
S&P 500 and has substantially underperformed IXC stocks.
(AT&T & MCI)

Concern # 2: -The Reglonal Bell Companies all have a buge
tree cash flov.- Free cash flow is defined as operatinq cash
flow less capital expenditures. In BellSouth'. 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 uncomaitted free cash -
more than 10 times as much as BellSoutb's, even though the
AT&T operating cash flow was less than double that of
BellSouth.



Concern # 3: -The Bell companie. are aonopolie. and
.houldn· t have regulatory relier. - Wron9 again. In the
interstate exchange acce•• aarket, w~ich i. the market
regulated by the FCC, BellSouth has .ultipl. competitor. in
everyone of our states. The FCC, of all people, should
understand this i88ue 8ince 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 .yer.y reason to move away fro. a
rate-of-return based plan and toward the aore flexible plan
that the Commission has granted to AT'T and the cable
industry. The Co_ission ..de a conscious and appropriate
decision nat to impose a productivity nuaber on the cable
industry. Nor did the Co_ission aaJt. any upward adjustaent
to AT'T's productivity factor of 3.0' vben it last revieWed
AT'T's pric. cap plan in July 1993. Nov why shOUld we be
treated differently?

The exchange carriers have reduced their access prices bf
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, va
(AT'T) raised 80m. of our prices
and feea--about $500 million on an
annual basi.. These increase.
were primarily for services where
customer demand is not very
sensitive to price. In late
December we filed for 1994 price
increases of $750 .illion on
annual basis and also announced a
new discount plan for high-voluae
callers. In January 1994 we also
proposed to raise prices for soae
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 cost. 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 ot lower
prices tro. telephone co.pani.s to
reach customers over local
networks. •

Attachment C contains some quotes fro. analysts on Wall street
that make it clear that the tinancial community hasn't been
tooled by their activity. And IXC stock prices reflect this, as
you can s.e trom attachaent 8; the IXC's interstate taritted
rates deliver the kind ot pric. trend that Wall street loves.

Commissioner, it's ti.e tor the PCC to realize bow quickly this
industry ia changing and revi.. the regulatory regi•• along with
that change. The Price Cap docket is the ti.e to do thia.

Sincerely,

k/Ik~~
~hn~L. Clendenin
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The VIew From Wan Streets
Competition In the Long Distance Telephone Market

AT'T and Its rivals are pushIn, some prk:et
up after almost 10 yean d steady dl~tlnl.
this livel AT'T more room to pow pronts,
and II creates an umbren. over Meland
SDt1N. aflowl'!l them to raise prices, 100.
1!MMIt.,....~,..,.

.
AT"T, MCI, and Spool all have hlJh.Quallty
eamlnp becauselhey operate In a-stable,
ohlOPO'lttlc Industry•••wlthout sertous price
competition. IT]he only real th.... [Is) posed
by 1M Reslone' phone companies whICh .rt
unlikely to pin reaulatory freedom to enter
this business for It least 3-5 yeaR. ",np.4
~ CoMtl, tmltJl

Maralns 1~(oV8d for an four Pona distance]
camen, ,eftect1na an Impad from price
Increeses and It~ dedlnelln IccetS cotts.IJMIII'. WwoId wwJ~C.f" """"l~ 'ilION

The combination of. torr oIll~1y that
wishes 10 avoId price wan and falll"l
.ratlna expenses primarily due 10
r_chanp] access cost ,edudlons Is an
unbeatable environment In which to do
bus1ness. {R'nodrH. WelerMdHdF~
~W6Jt',MMlII,"'~

Many investOR Itnl .... 10 believe that there
has been some 101I oI-prte WIt' -mona Iht
~or Interexch... carriers. 'nMt rid II ....
.Idloush InIefUe lllephone ,... have come
down by about 50" Mt the • decade, the
entire declinehaI_1undid· by.....
In the amowa paid br1ntel'lXChanp attIen
10 the local excha..Qn1ers for -.eeM.·......~,.,..~III-
Overall, Mal ntIN FrIends , family Pf'oarlm
looks '"e Just another IOUnd of dhcouritlnl
funded by previously announced Incrusesln
the base rates. By foaa~on the cnscour.
Instead of the rate, the has been able
to qulelly raise bast filii wh e spendln. mil
lions of do'''" prornotq ever·lnaeaslnl
discounts. to. .....,MIll~ "".""l~ rlMJfJlI

R.eprdtess 01 your eanIer, you ...~
hllhet andh~ ratII'you lita~Iht
C8ftI of mInions of~who hIM HI
11aned up for I dIscourCQIII,. plan. 11w pe"
son paylnl b retan ...beIrInI the~
portlonate burden. And bse are probably the
~ple who can' .fMIo make a 101 rJ
Phone calls and therefore [do not] qualify for
those cheaper pia... 1>.'-r~ lie, Ill'"
AT"Tnow has the same revenues _ the en
tire Bell~ Jutl before the brelk up In
1984, when they spun offabout 85 pertent of
theIr assets. ,.,. w.,~""'.Anoc. ,1Htt.

The lon, distance Indultty It one of today'l
~ler srowth industries. Where else can
V~ find: (1) doub'e-d1t_ unit volume arowth,
(2) decl1n1na unit costs, on • nominal a well
as real bash, (3). $10 billion barrier to ently,
(4) • benign, stable ol1lopo1y where the price
leader (,Af&1] Is looldna to senerate cas" to Ma.•. flied for a3.'\ ICfOSSothe.board rate
fund other ventures, ana (S) I prohJ)nJon on Increase. We funy expect AT&T, Sprint, and
competition. •. It is rare to see a fun.noosed the second tier carriers to follow su" This
price war In In on~nstlcmarket, w1tn8R;;:-- move by MOb exttemlly bullish lor the 10nl
soft drinks. The same holds true In the Ions" .-- distance stodes .Ince • sends • deal rqessap
distance marteet. «ltv. WooftIMdI. SWnit4er. Dun to the Investment~1ty that the,~
MIIIr, .0'XItQ distance Industry w"t pitta 'life prklnl'

which will lead to sta6le lIVenue per minute
trends. lJd .. 01Ilm0w\"'"~...


