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USTA EX PARTE 96-112

• Telecommunications Act Encourages
Development of Broadband Network and
Promotes Competition

RECEIVED

AUG 14 \996

feDERAl COMMUNICATIONS COMMISSION
OFFICE OF SECRETARY

• Use of Broadband Facilities by Telcos for
Nonregulated Services such as OVS Will be
Impeded by:
-- Exogenous Change for Price Cap Companies
-- Over Allocation to Nonreg

Page 1 of3



USTA EX PARTE 96-112

• For Consumer Prices to be Considered Just and
Reasonable, Sound Economics Should be
Followed:
-- Maximize Welfare of Consumers of BOTH Video and Telephone Markets
-- Cable Industry Proposals Will Harm Consumer Welfare as Well as Frustrate

Universal Service Goals
-- Price Caps with No Sharing is Sufficient to Prevent Cross Subsidy
-- Current AND Potential Competition Protect Consumers from Cross Subsidy.

Leland Johnson Provided the Answer in 1994:
"The threat of cross-subsidization is constrained because the pool of
potential LEe monopoly revenues available to absorb cost shifting is
shrinking." "The threat of cross-subsidy is less today than previously, and it
will continue to diminish." (Leland L. Johnson, Toward Competition in Cable
Television, 80-81 MIT Press & AEI Press 1994)

-- Ratepayers Already Share in the Economies of Scope
Page 20f3
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• Not all Broadband Services are Nonregulated
(video conferencing, video telephony, data services in excess
of DS 1, wireless transport, digital audio, etc.)

• New Regulatory Burdens are Not Necessary
-- Existing Part 64 Rules Allow for Flexibility of

Technology
-- Rules can be Simplified Without a One-Size Fits All

Allocator; Use Individual CAM Changes
-- Special Cost Pools are Not Needed for Spare Capacity
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Overview of Financial Regulation
The Relationship of Accounting, Separations,
Access Charge, Rate of Return, and Tariff Rules
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Part 36: Jurisdictional separations
procedures

Part 65: Rate of return
procedures, rate base/net income
(revenue requirement) rules

Part 69: Defines access elements,
apportionment of interstate costs to
access elements, some rate parameters

Part 64: Rules for allocation of costs
between
nonregulatedlregulated operations

Part 32: Establishes accounting practices,
account structure, affiliate transaction
rules.

Part 61: Tariff filing
requirements EJ
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Ask Not the Bells for Tolls
By ALFRED E. KAH:\

The Telecommunications Reform Act of
1996, while not perfect. is a major achieve
ment. Its central goal is clear and just
right: "to provide for a pro-competitive
deregulatory national policy framework
designed to accelerate rapidly private-sec
tor deployment of advanced telecommuni
cations and information technologies ...
by opening all telecommunications mar
kets to competition." Local and long-dis
tance phone companies, cable TV firms
and new ventures will be able to provide
the full range 'of telecommunications ser
vices, and consumers will reap the bene
fits of competition.

The Federal Communications Commis
sion is now writing regulations to carry out
the new law's provisions. But the FCC
seeks to do one thing that would conflict
fundamentally with the law's goals. The
commission proposes to formulate rules
for allocating the economic costs and ben
efits from the new facilities-largely fiber
optic networks-that telephone companies
are building to prOVide both unregulated
services like video programming and reg
ulated phone services. In particular. the
commission stated in its notice preceding
the new regulations: "We believe that tele
phone ratepayers are entitled to at least
some..of the benefit of the economy of scope
between telephony and competitive ser
vices. "

The rationale is understandable. Regu
latory commissions are responsible for
protecting captive purchasers of regulated
services by setting rates at cost plus a rea
sonable return. They have traditionally
thought it necessary to decide what por
tion of the costs of facilities constructed to
provide both regulated anel unregulated
services could be attributed to the former
and recovered in their prices. Such cost-al
location decisions are inevitably political,

once they go beyond those costs that are
unambiguously attributable to the sepa
rate services-such as the cost of video
programming on the one side and of com
pleting calls on the other.

The principal example of cost allocation
has been the subsidization of residential
phone service, particularly in rural areas,
at the expense of higher charges to long
distance callers and business customers in
central cities. (~ot surprisingly, therefore.
as competition has come to the industry, it
has concentrated on the latter two, grossly
overpriced services. Every major down
town area in the country, for example, now
has at least one "competitive access
provider" providing local service and
catering mainly to big business cus
tomers.)

The FCC is under pressure to play the
same kind of game in the present case.
Cable companies, eager to forestall tele
phone companies' entry into video, argue
that all the costs of these joint facilities
ought to be borne by the competitive ser
vices, but that the benefits should be
used in part to reduce phone rates. "Con
sumer advocates" - who tend to think the
only interest consumers have is in hold
ing down the price of regulated services
echo the argument. And even the phone
companies themselves (which I have rep
resented in other cases, but not in this
one) are arguing only for a "reasonable"
allocation of the costs and benefits. His
tory suggests that the FCC will feel
obliged to strike a "fair balance" among
these demands.

The commission might allocate a share
of the revenues from the unregulated ser
vices as a "royalty" payment to telephone
customers for the use of the company
name, subscriber lists and contacts and
the product of past, ratepayer-financed re
search and development. It might require

companies to allocate some of the savings
from using fiber optic networks-far
cheaper to maintain than copper ones-to
reduce the prices of the regulated services.
Or it might reallocate to the unregulated
activities some of the costs of past invest
ments in the common facilities, which
could in turn trigger decreases in the
prices of the regulated services.

Any of these approaches would simply
discourage investment in new communi
cation facilities and thereby hinder com
petition. The greater the share of the ben
efits that go to subsidize regulated ser
vices, the higher the net revenues from
the new services would have to be to jus
tify the investment. Investors in these
new services ought to bear the entire ad
ditional costs themselves-but they must
also be assured that they will reap the full
benefits.

Thus, the prices of the regulated tele
phone services should be neither raised to
recover any of those costs nor reduced to
share in the benefits. Consumers of regu
lated phone service would bear none of
those additional costs and receive none of
the direct benefits. But they would be bet
ter off because of the availability of the
new services and the lower prices that
would result from competition.

The FCC should simply get out of the
way and leave the decisions to investors
and consumers. The commission shOUld
call off its cost-allocation rule making,
leave the prices of regulated services
where they are and let the market work.

:',,[r. Kahn is a professor emeritus of polit
iaLi economy at Cornell University and (l

special consultant for National economic
Research Associates. He fonnerly sen'ed as
cilainnan of the New York State Public Ser
vice Commission and tile federal Civil Aero
nautics Board.



In Telecommunications, a Tough Act to Follow
Jec"llical, ~con01llic Obstacles to Competition Keep COllSIUners F,.01n Getting Price Relief
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doubts that President Clinton's
gr;tnd vision of an "upen marketplace
where competition and innovation
can moveas quick as light" will come
to' fruition any time in the foresee-
able future. ' ':

Removing the legisliltive and reg
ulatory barriers that have prevented
long-distance cilrriers and thc cable
industry from entering the phone
business, and vice versa. may be the
casy part, they say. Surmounting the
technologiCAlI and economic hurdles
to inter-industry competition are
proving far more difficult.

"The pr<?hlem is that (benefits of]
the Telecommunications Act' were
vastly ovcrsold by both the Congress
and the White House," declarcs Eli
Noam, a Columbia University econo
mist who specializes in telecommuni
cations. "This was not the grand
breakthrough that it WilS made out
to be." . . "

For the moment, at least, things
seem to be gelling worse for con
sumers, not better. The cost of an

See COMMUNICATIONS, 116, CoL 1 ;

By Paul Farhi
W:l:,hill!~lfllll·n.,;,t StilU W,iln

Has your dinner been interrupted
lately with phone calls frolll 'market~
ers trying to get you to switch your
cable TV company or local telephone
service?

Don't feci lert out if you havcn't.
Virtually no onc in America has. Six
months aftcr enactment of the land
mark Telecommunications Act of
1996-the law that is supposed to
foster competition in cable and
phone rates-the only thing that has
changed for most consumers is that
their cable and long-distance phone
bills are higher, not lower.

Of course. no one expected the ti
tans of telecommunications. long ac
customed to limited competition, to
act like mcrchants in a bil7-ililr ilftcr
only six months.·Onc of the key reg~

ulatory provisions underpinning the
law was adopted just a few days ago,
and more are still to be written.

But a sm;tll ;md perh:lps growing
cadre of skeptics is stilrting to have
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Some Qtle8tion If COllStnners Will Benefit
From the New Telecommtmications Law

COMMUNICATIONS. From III

inlerst.'1te phone caU will riSe about 6
percent this year, faster than the
general inflation rate of 3.5 percent,
according to the Bureau of Labor
Statistics. The projected increase
for long-distance caUs made within a
state is 4.6 percent this year, follow
ing two straight years in which pric
es declined.

The government also projects
that'cable TV companies will raise
the.ir prices 8.8 percent in 1996, or
2'h times faster than the general in
flation rate. And this is occurring
with federal price controls still in
place; the telecommunications law
will eliminate most of these re
straints in 1999, on the theory that
the mnrket for video service will be
so robust by then that regulation will
be UlUlecessary.

ATale of 2 Giants
That theory still has a few bugs in

it. however. Both the regional Bell
telephone companies and the major
cable companies are still figuring out
ways to invade the others' turf in
cost-effective ways. Consider the
tale of two giants, Bell Atlantic Corp.
and Time Warner Inc.

Bell Atlantic, biggest of the Bell
phone companies, has championed
and abandoned several schemes to

. get into the video market in recent
years. It now has two plans. In some
markets, Bell Atlantic plans to re
build parts of its phone network to
deliver "interactive" services; in oth
er cities. it will offer customers
small dishes capable of receiving
wireless microwave transmissions, a
technology known by the oxymoron
ic name "wireless cable." Through
an affiliated company, Bell Atlantic is
testing a digital wireless cable ser
vice with 120 channels in the Hamp
ton Roads area of Virginia.

Having been burned by early
promises it couldn't keep, Bell Atlan
tic isn't saying much about when
these services will be offered to its
millions of residential phone custom
ers on the East Coast.

The company says only that it will
be ready to offer wireless cable in
Hampton Roads by mid-1997, and a
wired service in Philadelphia by the
second half of next year. Beyond

.that, "it's dangerous to say we'll de
ploy in this market or that one with a
certain technology: said spokesman
Larry Plumb. "We don't need to
make that choice now."

Bell Atlantic's caution is echoed
by Time Warner, a leading cable
company that wants to cross over in
to the phone business. Time Warner
scored a breakthrough of sorts last
year when it convinced regulators in

New York state to allow the compa
ny to connect its cable wires to
Rochester's municipal phone sys
tem.

This "interconnection" agreement
is among the first of hWldreds that
will have to be worked out across
the nation among incumbent local
phone companies and their would-be
challengers.

Interconnection-which sets the
prices and terms Wlder which a chal
lenger can use an incumbent phone
company's ubiquitous network
makes a second, third or fourth local
phone provider theoretically possible
(a cable company needs to "hand off'
its calls to the local incumbent be
cause a cable system's wires don't
extend to as many homes and busi
nesses as t.he phone company's).
The BeUs have an incentive to cut
these deals; without them, the Bells
won't be allowed to offer long-.
distance service to their own cus
tomers.

Time Warner may be the furthest
along in cracking into the local
phone market, but it hasn't gotten
very far. After investing in costly
phone-switching equipment and
fiber-optic lines, the company has
"several thousand lines" up and run
ning, mainly in a nwnber of apart
ment buildings and in employees'
homes aroWld Rochester, said Time
Warner spokesman Mike Luftman.
Asked when the service will become
widely available, Luftman demurs.
"We don't want to start getting pe0

ple excited when we can't offer it to
them," he said.

AMatter of Money
Phone company executives say

that's because cable can't deliver:
Transforming a cable system into a
full-blown phone system is more dif
ficult and expensive than expected,
they argue.

Raymond W. Smith, Bell Atlan
tic's chief executive, said in April
that it may cost cable companies,
such as industry leader Tele-Corn
munications Inc., as much as $1.500
per household to become telephone
ready, a figure that would take years
and years to recoup. Although cable
companies hotly dispute that nwn
ber, Smith said Bell Atlantic pulled
out of its proposed merger with TCI
in 1994 in part because of these Wl
certainties.

Dale Hatfield, an engineering con
sultant to both the cable and phone
industries, said that installing aU the
necessary equipment ilnd working
out an economical interconnection
a~reement with the local phone
company are only the fj rst steps.
Making cable companies into phone
companies also implies creating an

efficient billing operation and main
taining near-perfect reliability of the
system. he said.

"It's fair to say, given the econom
ics and technical Wlcertainties of all
this, that full-blown competition is
very much up in the air," said Hat
field.

Even if these difficulties can be
worked out, he added, competitors
are more likely to target the highly
profitable business market than the
low- or no-margin residential cus
tomer.

Change in Focus
Indeed, much of the cable indus

try's initial enthusiasm for providing
phone service seems now to have
been transferred to a new and per
haps less risky business: using the
cable "plant" as the conduit to pro
vide computer users with high-speed
access to the Internet.

The Bells, too, are racing more
quickly toward the Internet than
providing movies over their phone
lines.

Bell Atlantic and Time Warner do
seem to have one feature in com
mon: Both are involved in huge
mergers. Bell Atlantic in April an
nOWlced a $23 billion merger with
the Bell company next door, Nynex
Corp.; Time Warner said last Sep
tember that it was acquiring cable
TV programmer Turner Broadcast
ing System Inc. in a deal now valued
at about $6.6 billion.

They aren't alone, however. Be
fore and after its passage, the Tele
communications Act has helped fuel
several multibillion-dollar deals-

. from the mating of two other Baby
. Bells <Pacific Telesis Group and SBC

Corp., the phone company formerly
known as Southwestern Bell) to
Westinghouse Electric Corp:s $3.9
billion purchase of radio powerhouse
Inflllity Broadcasting Corp. in June.

Although the companies them
selves say they are merging to tack
le the competitive challenges ush
ered in by the Telecommunications
Act. Noam, of Colwnbia University,
said these deals are as much about
protecting the markets these compa
nies dominate as they are about ven
turing into new markets. :

"Because everyone expects more
competition, everyone makes these
defensive moves and gets bigger,"
he said. "As a result, less competi
tion develops."

In other words, a law that permit
ted greater consolidation in the
name of competition could wind up
defeating that competition.



Customers the winners
as Chamble~ gets taste
of cable competition
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By Patti Bond
STAFF WRITER

If you're tired of waiting on
eternal hold every time you
call your cable company, move
to Chamblee. For now, resi
dents there don't bother pick
ing up the phone. they just look
out the front door.

Since BellSouth launched its
cable. television and video ser
vices trial in April, Chamblee
residents have noticed a
pickup in neighborhood activ
ity from BellSouth sales repre
sentatives and rivals from

I Scripps Howard.
"I find it odd that in the 20

years that I've had cable, this
is the only time someone has
come out to my house without
me asking them to," said Bob
Can", who was visited recently
by a Scripps representative.

, announcing beefed-up service.
"I've been calling the cable
company for years asking for
more channels."

Scripps has added 22 chan
nels to its expanded basic ser
vice and nine premium chan
nels, available to subscribers
in Chamblee and parts of
DeKalb CountY,wbich over
laps BellSouth's trial area. But
the improvements didn't keep
Can" from changing to Bell
South, which installed a switch
allowing him to compare the
services. - .::"'r;-p.... ......

"It looks like Scripps is
scrambling to keep up," Carr
said.

No more monopoly'
Competition has rocked

Scripps' monopoly in Cham
blee, where BellSouth has tar
geted an area in which Scripps
no~ serves 450 customers.
Scnpps has 30,000 subscribers
in DeKalb County, where Bell
South has installed wiring near
8,000 homes for future
expansion of its cable trial.

BellSouth hopes to sign up
700 households in the trial
which started with about 100
subscribers, including 70
employees who received free

service, said Jeff Smith, vice
president of marketing. Bell
So~ won't say how many
paymg customers it has.

BellSouth's cable license
was the first in Georgia
granted to a telephone compa
ny. Scripps tried unsuccess
fully to block the license, but it
now has a different perspec
tiv:e. "Competition is only
gomg to help the customer"
said Dee Jones, controlle~.
"And it's going to help us be
better at wbat we do."

Cable and telephone compa
nies need to get used to shar
ing territories, said Dave Otto
telecommunications analyst
with Edward Jones 8£ Co.

"If you're BellSouth or
AT&T or any telecommunica
tions company, you better have
a cable service available," Otto
said. "The walls are comiDg"
down, and within a year every.
body is going to be in this
game."


