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Dear Mr. Caton:

Re: CS Docket No. 95-61 - Annual Assessment of the Status of Competition in the
Market for the Delivery of Video Programming

On behalf of Pacific Bell and Pacific Telesis Video Services, please find enclosed an
original and six copies of their “Reply Comments” in the above proceeding.

Please stamp and return the provided copy to confirm your receipt. Please contact me
should you have any questions or require additional information concerning this matter.
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Enclosure

~
No. of CQp;es rec'd (/ ?( T

UstABCpg ——

\\\

—



Before the
FEDERAL COMMUNICATIONS COMMISSION |
Washington, D.C. 20554 S 1995

In the Matter of

Annual Assessment of the Status of Competition in | CS Docket No. 95-61
the Market for the Delivery of Video Programming

DOCKET FILE COPY QRIGINA!

REPLY NTS OF L. AND
PACIFIC TELESIS VIDE RVICES

1. SUMMARY

Pacific Bell and Pacific Telesis Video Services (“the Pacific Companies™)
submit reply comments in response to the FCC’s Notice of Inquiry (“NOI”) on the status of
competition in the market for the delivery of video programming. We discuss video dialtone
(“VDT”), Tele-TV (a joint venture of the Pacific Telesis Group, Bell Atlantic and NYNEX)
and Multichannel Multipoint Digital System (“MMDS”) wireless cable service. Each service
ultimately will add to the mix of competition in video programming in California. However,

we are just in the process of entering the video services market, and the cable incumbents face

virtually no competition here.



[

e VDT The Commission’s delays in issuing VDT channel and cost allocation rules, and
deciding upon the applicability of Title II/Title VI' to telco video programming, have
caused us uncertainty about the prudence of our current pace of network investment.

o Tele-TV Last year, Pacific Telesis Group. Bell Atlantic and NYNEX entered into a joint
venture -- Tele-TV -- to manage the delivery of one-way and interactive video services, and
develop video programming. Tele-TV’s effectiveness will depend on how fast the
venturers’ video distribution systems gain market share from cable incumbents.

e MMDS  We are enthusiastic about the positive effects of MMDS on video competition in
California. However, MMDS expansion depends upon three critical factors: 1) FCC
encouragement of the rapid introduction of digital transmission for MMDS, 2)
technological advances in digital compression, and 3) lower equipment costs.

There is virtually no wireline cable competition in California. We believe

California has no more than one or two cable “overbuilders™-- companies offering head to head

competition with cable franchisees. These companies appear to serve no more than a few

thousand customers each.” With these distressing facts in mind, we discuss our attempts to

make inroads into the video services market in California, and the rules and other factors we

believe are necessary to our success.

" Title I of the Communications Act of 1934, 47 U.S.C. §§ 201 ef seq. (governing common

carrier service) & Cable Communications Policy Act of 1934, 47 U.S.C. §§ 521 et seq.
(governing cable service).

> Asof 1992, only three overbuilders were in operation in California. When we checked

with these companies in mid-1995, we learned only one still offers service which overlaps with
the local cable franchise. While it may be that new overbuilders have emerged, we are not
aware of any.
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2. VDT: THE LA F CLEAR RULES HAMPERS VIDE MPETITION IN
CALIFORNIA

The NOI asks whether VDT has enhanced competition in the market for video
programming. See NOL, 99 51, 52 & 53(d). Unfortunately, the FCC’s delays in resolving
issues raised in the Third and Fourth Further Notices of Proposed Rulemaking on VDT have in
fact hampered video competition in California.

The FCC should reform its VDT channel allocation rules. Without changes, we
may not be able to offer channel lineups with the kind of consumer appeal that will allow us to
compete with cable. We also should be allowed to offer video programming through an
affiliate, with safeguards to prevent cross subsidies between video services and telephony.

If we are to compete with cable incumbents, the VDT cost allocation rules must
allow us to use a long run incremental cost approach as a price floor for VDT. We may find no
market for VDT if we are required to price at or above fully distributed cost (“FDC”); if the
FCC mandates an FDC approach, we must not be required to over-allocate common costs to
video services.

Finally. we believe VDT providers who offer video programming through an
affiliate must not be subject to dual regulation as common carriers under Title II and cable
operators under Title V1. In addition, VDT providers who offer video programming over the

VDT network must not be required to obtain a cable franchise.

Telephone Co.-Cable Television Cross-Ownership Rules, Sections 63.54-63.58,
Memorandum Opinion and Order on Reconsideration and Third Further Notice of Proposed
Rulemaking, CC Docket No. 87-266, 10 FCC Red 244 (1994); Telephone Co.-Cable Television
Cross-Ownership Rules, Sections 63.54-63.58, Fourth Further Notice of Proposed Rulemaking,
CC Docket No. 87-266, (FCC 95-20 Jan. 20. 1995).



3. TELE-TV: DEPENDS ON OBTAINING MARKET SHARE FROM
CABLE INCUMBENTS

The NOI seeks comment on the competitive implications of the October 1994
announcement by Pacific Telesis Group, Bell Atlantic and NYNEX of the formation of a joint
venture in the area of interactive video networks. NOI, § 55.

Last year, Pacific Telesis Group, Bell Atlantic and NYNEX entered into a joint
venture to support their entry into video markets. The venture, called Tele-TV, will develop
common systems to manage the delivery of one-way and interactive video services. It will also
acquire and develop programming for delivery on the VDT and other distribution networks.
The three companies will conduct jointly through Tele-TV activities each is currently permitted
to perform.

Since the joint venturers have virtually no presence in video markets, their joint
efforts will enable them to compete against entrenched vertically integrated cable
operators/programmers. Overall, the effectiveness of Tele-TV depends on how fast the venture

gains market share from cable incumbents.

4. MMDS - PROGRESS DEPENDS ON FCC RULES FOR DIGITAL TRANSMISSION,
TECHNOLOGICAL ADVANCES, AND LOWER COSTS

We believe the success of MMDS depends upon three critical factors: 1) FCC
encouragement of the rapid introduction of digital transmission for MMDS, 2) technological
advances in digital compression, and 3) lower equipment costs:

Until now, MMDS competition has been limited primarily to price competition,
because of the limited nature of the service offering, i.e., the system provides a maximum of
only 33 channels. However, the advent of digital transmission for MMDS will allow

competition along either price or product lines because channel offerings will compare with



cable. In order to enable this stronger level of competition, it is important for the FCC to foster
transition of MMDS from analog to digital by quickly approving rules for digital transmission.

Cross Country Wireless, an MMDS provider and subsidiary of Pacific Telesis
Group, plans to deploy digital compression technology in its Southern California markets to
offer in excess of 100 channels for video programming as soon as Commission rules allow and
digital technology is commercially available. The ability of an MMDS system operator to
justify economically the use of digital compression technology is very dependent on the size of
the market served and how quickly digital equipment costs drop.

Pacific's purchase of Cross Country Wireless, Inc. (“CCW”) will hasten the
delivery of video services to consumers. We estimate Pacific will be able to serve 300,000
more customers by the end of 1997 than wireline based delivery system would have allowed.
This will be pro competitive and gives the consumer an alternative to the incumbent cable
company. Pacific's investment in CCW will enable CCW to have access to the capital
necessary to build out its Southern California markets. As increased concentration of MMDS
systems covers larger market areas, these systems will provide more viable competition to
incumbent cable companies.

Most MMDS operators are paying between 4-10% of their revenues to
Instructional Television Fixed Service (“ITFS”) license holders for leasing of ITFS channels.
The trend by state and local governments to impose taxes and fees on MMDS providers poses
an additional financial burden that will work to the advantage of incumbent cable companies.
5. CONCLUSION

Cable incumbents face virtually no competition in California today. We believe

VDT, Tele-TV and MMDS ultimately will contribute to the diversity of cable offerings



available to consumers. The success of each requires that the FCC establish fair rules for
telephone companies attempting to enter the video marketplace so that video competition may

soon become a reality for Californians.
Respectfully submitted,
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CERTIFICATE OF SERVICE

I, Chuck Nordstrom, hereby certify that a copy of the foregoing
“REPLY COMMENTS OF PACIFIC BELL AND PACIFIC TELESIS VIDEO
SERVICES” concerning Annual Assessment of the Status of Competition in the
Market for the Delivery of Video Programming - CC Docket No. 95-61, was served
by hand or by United States first-class mail, postage prepaid, on this 28th day of
July, 1995 to the parties named on the attached service list.

Chuck Nordstrom

PACIFIC BELL
140 New Montgomery Street
San Francisco, CA 94105
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