
· ,.'T:,.....

San Francisco
and San J-ose
Net"Work

SIt" j",t:
H South Mnrk.:. Scr«c
Suie" IISD
~n JQII~. e:.m'''''li:& '); II.'
40S,,7;·(110

$.", F...,....J"" OBit..:
-i-l-i M2"&~C Sua;r
SIC;C" 15'0
~" Fr.,"ci",o:u, ~Iif,"·.. i;\ 'H III

" I "j-.IGl-HUQ

62/8'd -'138 JI..:IIJt:kl WdSV: S0 96, 60 d35



lBA, .. n!\REA FIBER Q£T~C NE1'\YORK
e TCG • AT&T • Mel • SPR!NT

{
.-.~--·--·'l

I .. ···'··

I
I

I
I,
I
I
•
'
I ,"

I' I..••.;>._~ .............

l. _ .. '\.
I' --'. '.' ...~
'I _.' -'..

i'~'"
! ,.- \~~.t'. l'~
[ ", I , ....... , :-l~Hle '
f.. j \' ....~: J\.__ \
'-·':-1'-' r'

I
... I.':.~...,~~, ...
'"\ "L:-'

\
l 0,

J .' ....

I " .. ',
i: '-,- ...__.r-,~.1'\

L .-<l~'''':'' . "~r'"
-~

I,-,... 1 .__1
;.r -'--'::-:

. 'Lrl ,,'
. . l. ...;'- 1 ••----,
, Fairt'1dd.Suisun I

I
,--j

.....1. i
I I

~'

...

.....

62/6"d "'ll3EI JI..:! I Jt::Id Wc:I91l': S0 96 i 60 d3S



~
.-f

0..

~
U
H
L...
H

~

~..
jg

~..
~

~

SAN DIEGO AREA - COMPETITIVE FIBER

.
4,

ICAP FIOEIl I
,--



--

P.A.· XX-IS

Collocation:

Collocation enJt)1.:s a competitor to expand to areas and customers not direetly served by th~ir n~tworks. As of
April I, 1996, Pacific had received orders for 147 collocation space3 in 64 wire centers. The majority ofthe5e
collocators are in the greater Los Aneeles, San Francisco aay. San Diqo and Sacramenlo &-e8$.
Collocation is now beinl ordereclln 2nd and 3rd tier cities including Fresno, Bakersfield and Stockton.

Competitors are ordering Prefixes:

Competitors are rapidly positioning themselves for local competition. According to the LERG Repon (Local
Exchange Routing Guide) 280 prefixes ha\'e !Men ordered by 5 companies in California. Comperitors "'i11
usc these numbers to provide teltphone lines to bU$iness and residential customers. These orders are also
concentrated in our most lucrative markets (See Maps) the SF Bay Area. Los Angeles. San Diego. and
Sacrarn-ento,

m. COMPETITION IS HERE NO'V;

Pacific has lost significant marli:et share in several k~)' areas including:

Business Toll
8'aO Service
HiCap

These loues have occufTed due to c:ompetition ftom I£Cs and CAPs. These comp(titors tarlet our hleh \"Olume
wire centers and hleh end customerS. They operate under artificial pric:e umbrellas ~r.:ated by Our stltC\\'ic:
averaced. subsidy producing prices and our in::J.bilitY to offer packaled services th31 include inttrL-\.TA.

Busln~s ToU:

Pa.cific: has b~en losing intraLATA toil tramc fol' many years prior to the offic:ial full tluthorization of
competilion. While this has been previously ref~d to as "incidmtalleakagc" a recent study orSl15inciS Toll
Market Share shows the loss iJ far from "incidental.'· QualitY Stratelies dct~ined that bued on intraL.ATA
[011 minutes Qfuse (MOUs) Pacific now has only 53.2% o(the ov~1IBusiness IntrtlLA.TA Toll market
including outbound 1I1d 800 service.

2Q9S .3Q9S 4Q95
IntraLATA ToU 56.'°1. 54.1Ole SJ.:I%
Inu~LATA 800 23.So/. 21.2-,;(, JO.5-/.
IntnlLATA Outbound Toll 63.9·~ 61.2% 60.4%

An e~ more Interestinl view is the Toml Busincu Toll Markee (Intra and [nterLAfA Toll). This is more
rcprcscmativt olhow the customers and the competitors view the market. The usage market is rally a single
market WMre competitors bundle usacc and discounts. (See Advcnisinl and Promotions) [n the Total
Business Toll Usap Marktlt, Paclne now hal undu 13%. (Quality Strategies. Toll lIsa" ImJ, Busioess.
(gunk Quanet 12qS)

.,
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800 Service:

Pacific's share:o'fthe Califomia 800 m2fket has also steadily dtclinecl Over me l8$t sl!Vef'll years. We C8I1

asswne that Pacific had 100% ofthe intraLATA 800 llUIJ'ket at d{vestiNn:. Accordine to the Quality Stratlgies'
Business Toll study, Pacific's share ofthe IntraLATA 800 mlrk.t has now dec:lln~d to 30.3%. This has
happened even whiJe the 800 TnJIlket has been growinl an ave~ae of200/o annually. (Quali1y Sb1.tegit!$, I2ll
Us.,e T@sk BU$jncp fori Quarter 1225)

This heavy decline in 800 Market Share i$ indicative oCtile power oftbe smale usage mlU'ket. rnis declme has
,, happened in spite ofacaressive moves, including price r~duction. on Pacific's part to retain SOO s~lce. Lo\'ter

prices on Pacitic's mtraLATA 800 service could not overcom~ the marketing dis.d\·~tl.ce of nor being able to
provide all ofthe elements ot'8oo service (intemate and intTa$t8te imerLATA service).

In fact when you view the total California 800 Tolll\'larket (Intra and lnterLATA), Paclnc: has onl~' ~.l%

ortflt .ntire market. (Quality Stmeaies. To!! USlle Tras:;k By,jncss, founh Quaner 1995)

CALLL'lG CARD:

". Patific's share afme entire IntraLATA Calling Card market has now declined to 28.2%. Apin, this is an area
where we can assume that Pacific had 100% of1he market ar dive$ti1ure. The lEes have etrecth-cly shut Pzcific
qut of..the market due panially to their abilitY to bundle calling wei u.sage along with all.services for hl;h-:r
dls,counts.

HICAP:

CAPS have been pinine HiCap market share in Pacific's mOSI vulnerable arl!!lIS.

CALIFORNIA HICAP MARK£i SHARt

LOS ANGELES 1993 1994 1995 1996
Pacific Sen 74.2% 65.7% 61.1% S8.1%
Com~dtors 25,$% 34,3% 3$,9% 41.90"

{Quality Strategies, HIC8p Track FIrSt Quartel' 1996, Third Qu3rter 1995 (1994 4: 1995) Second Quarter 199.)

SAN FRANCISCO 1993 1994 \99' 1996
Paeific Bell 81.3% 63.1% 63.4% 58.8%
CompctitOI1 18.7% 31.9% 36.6% 412%. . A

In addition to the above 111'1:11$, competition is expanding into other areas. While lhe losses are less irt these
areas., they are lnCTaSiq ~Idly as 'the~tion npands.

":fI,' •

..
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[ c_A_L_Ir_O_RN_lA_HI_C_AP-:....:..MARKE=~T.;;...s=lt.:;..:'\RE~__l

SACRAMENTO 1994" 1995 I 1996
Pacific: Bfll 84.4% 81.2% I 782%
Competiton 1S.6% 18.8% I 21.8%

SAN DIEGO 1994 1995 1996

Pacific B~II 92.0% 83.9% 79.1%
Competitors 8.0% 10.1% 20.9%

SAN JOSE I 1995 I 1996
Pacific: Bell I 93.7% I 91.7%
Competitors I 6.3% I 8.3%

ORANGE 1995 1996
Pacific" Bell 95.3% 93.9%
Compatitor:s 4.;% 6.1%
(Quahty Snzte§h~S, HiCap Track First Quarter 1996,Thlrd Qtwter I99S) .

The losscs in just these few an~B$ are already impa.cting Pacific's statcwide HiCap market share which QWlliry 
SlnUl!ii-es estimates at only 83.6%. (Quality Strategies, Statewide fiiCap Track, First Qu_ncr (996)

Com~et\tors are continuing to exp1nd into even more se.cond tier markets includin; Fresno, Bakersfield and
$[ocl.."1on.

Competition is expec:ced to increase:

The attached list from me CPUC shows the /nidll companies thac tiled (or CLC authoriC)·. Additional
companies have filed and ate not on the oriainal CPC list A5 of4/1196, 74 companies have filed 2nd '60 have
*n pnted aulhorfty. 'The5e include:

.. 31 requests for reale emly,
• 41 Rquats for raeilidel-bafed and resale and
• ;l requests for facilit:ief.bMed onl)'

They Include AT&T, MCr and Sprint, cable 1V siant Tel (in an allianec w;th Sprint and other ab~ ~tors)
and lesser-known players such u Bakersfaeld Cellular Telephone Co. MCI said ic expeeced (0 jump intO the
market sometime tmwccn July and AugUSt. rSn:uggle Bqiru Fln' piece gf Lgca\ Phone Marl\el," .Sm
f!'IDcisco Cbmnjclc. 3/14196)

We can expect usage losses to increase cw:n fin1her as Local Competition expands \Yith additional facility
based competicors and meUen entering the market.

7
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. Tablt 9
COn'lpanies R.equ~g C1.C Authorhy

-- ~$ed Scr.i;: ~:e::!

~ c:.e=.1'lV IP1~~-1
~~

1 Ad1mTclclDa~nm=u I I X
.2 Acld-.c1 Co~tlam I f x
3 Adv.I:IuI= ~'UOflS I X I x
~ AT&:.T X I x
S AWM Mc.smPl· I ,. X
6 BaJ=sfidd C:llubt I X I x
7 !Ii=! X
s BIOCIb "Fit»c::of~eh!

,
1 X I X

9 SJvob fiber DfFrcmo I X X
lO .BroIkS P1bcr elfSo1=m=mo I X- I X
11 BIOOCs Fib=r Dr San lost!: X I X
12 J:llDOks fiber rn Sto..-k1crn X I x
13 BDSi=s:F Dis:mmt Plan- I X
14 Cable a: Wir~5 I I X
15 Cab!: P!us CDIDD'lt1'\"" I X I
16 CalTICh )m:malional Tdr::t1TTl I I X
17 ~ TdEub=e a: Tr.1l::m'dh I X I X
18 Cdlala: 2000 I X I X
19 Ommtr''!::J=o~tions I X X
20 C=uP~on T~tcnS .1D~o~ I X I X -

21 C~i) Td~t;4'I,ilr.lli of Cali!omia I . X I X
22 Dill ~~ or Ca1ifomia I 'x
1~ iJearic J.J:t\t'Oo...."c I X , x
:2~ fn::=m- I I X
25 Fiber J)am S"tc:ms I X X
~6 F'ibc'=t I x
:27 Gmcsis CCm=l.uni-~ans X
2$ GSt.t.i~ I x I X
29 GST P:Ici1i: Uch1Vlom I X X
30 G'I:ical~ X I X
n GI'E Cam Sc\;CBS I x
32 GTE J:ra=l1it=t~ SctVi=s X
J3 GttMobil=t I X
34 IGCAD::as~ X X
35 JDto.Teeh~am x X

3" La:b1maiDDalTckam X
3"1 Ln, Savices I X.
'Sa l.iUItIel Pcific I x x

March 1, 1996. The CPUC uked CLC providers 10 submit a.p'Plica.~Ens by September 1 for
21uLhority to compete 2!.,gainst Pacmc Bcll iU'ld GTEC in Lhe St'Atl!'S local exc.h3nge muketS. See'
Tc/tcommunic:IJtions Rrpons (Au~S't II, 1995).
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Table 9
Companies RcC!ucsrinS CLC Authority

(c;Onhnued)

protloud S::T'\.i~ 01!=~

F:Q!.il!::.s-
IJt C==an'Y B~~C1 ReGI:

39 l.am.D~~$ I X
40 MamIaD&h ~1UW X I X
41 Mel~""='~1'~ X I X
~1 MFS~ X I X
43 ~Vall:)' iel:=n" I X
~ Ndaul Comtel N:rwork I X
4' ~.. X I X
.46 Nnsfink of C:aW'omiAJ X I X
A.7 Nu=r=Nct I X
~s Pacific Be.U X I X
J9 Paco-W'est Tslceom X I X
so Prcfcr:d Leu Di.s=nce I X
$1 SLO C:UD1a: I X , X
31 Tea Los ~..l.-s. X I 'X
53 Teo $all Di=o- X I x
S4 'TeG San Thm::i5=o" x I x
.'S;S Td:s:amc I x
56 The lUSI)rijJt&d Gfo1n,- I x f X
57 11=Tell!l'hD:1.C Connc:;tion ofLos ..\.m:'l:l~ I X
5$ Uni1:1 X I X
;9 Uni\"I:UlIl Pa..""Uie CCD1m\lni:szicns I X
60 'U.s. Lanll Oimnc:e I x I X
61 u.s. Voice TcI:mlnaccm:nt I I X
G2 I V:n=c: i=tl:nolalli£s G1'O'Oo" I X I X
63 V"IaCCIftI. CoTD:lD'lmi::ations I X I
0': Vli;uqt W'uelcu of ca:titomio. I X I X
6j Worki:u~Msr!s Mmdim: Scn'ice I X
ISIS WarJdCcnn- I X
Nates:
• Tht foJ1DWin; campnies do~ U. Qr are suh~s af: A~i M~$lIJns

(d.b.a. PriDrity 1+ Lon, Dimncc);~ Dis..""D1l11t Pbn (d.b.3. 1..:0. Di$l:Oant
Plan): OIhII: Plus Ce. (d..b.a. Tcl--pillm: PllU); Eml:am (d.b~ };.'"FCIS Tel): Napa
Valley Td:cam (d..b~. AnIciU:l); N~-= (d.b.a. ib: Sprint Tcl:corntmmi::sriom
Vaw=-): TeO Los~, ieG 5= Oiqo, uu1 TCG San frand$:tl (pa.1tia1l)r
~ by iO ConmomiCl!tiou One-,) ad Cox Co=zmnj==s (3O"/o.)): The
A.sstu ii' " ClO'ZP (d.b~. J\.S$OCbted C~ti01l5 of 'LOi AAp!ts): Vc=n
T""'mQIOIft:S G:wp (4.M. AJJtp CO~UOll.s); ;me! WOIldCDm (formerly
!.DDS Comm1mlcrzil:ml. d.b.a. LDDS Warldcon\)

Soccc: CPOC....

.~.
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IntraLATA Toll. PromotioD$

In January 19~1he commission cleated the Wll)' for competition in the local California toll markrt.
A$ II result, ovtfthe last 16 months carriers have promoted a number of dial-around campaigns to ~ncouJ'J.Je

both business and consumer CUSl:omm to use thoir networks for intnlLATA calls. These di:al.aro~d
campaisns h.ve been supported by numerous temporary promotions.

In the busi.ness market, me carriers are usinl anumber ofcliff~toptions includinC autodialen, automJ:tie
routins on PBXs and mcclliacnt key systems, and HiCap facilities. The canil!:r5 continue to have a ttlultitude of
offers available IE any given time. For example, AT&T has 10-15 intraLATA promotions available for
business cilstomers in a typical mouth.

• Autodialm have become II primary option for custom'l!l'S with as little as S50 in inmLATA loll. Ai&;T.
Mel and Sprint have introduced promotions which minimize the cost and incent CuStomers to use
autodialers. For eumple, on March 26, 1996 (Advice 1.enor 184) Sprint introduced"Autodialer Credit
Promotion" which o1fers a cnrdit ofup to $402 fortht purchase of up to 5 autodialtrs. Customers must
have a minimum ofS70 in cross intraLATA usale per month.

• IECs are providing in~ntiW:$ to customers wfth PBXs or intelliJent key systems to pro8n!In zutomaric
dialillg of 1OXXX to rome inu-aLATA calls. For example, Mel Vision IntraLATA USIJe Promotion
(Advice Lt:tter 252) provides a S250 credir for customen accessinc their nerwork via PBX. J;zch location
must maintain a minimum ofS150 per location.

• c..mers arc c.scalating1he use of HiCap to directly connect customers I!:nablinc them to rOute innL..l.T.'"
, calls diul;dy to the POP and avoid acceSs c;harges. ATilT is promoting on the lntcmctthll Uj;! ofT-l

Access Value A'f'TBnleme.nt and ofrtring a number of-promotional incentives intludinl discolmu. (AT&.T
Web Sir-e, 4116196) '.

The carriers have aUo promoted various temporuy residential rate plan.. to encourage customers to use their
networks for intraLATA calls. The purpose oftRese incentives are 10 creale an awa~ness that C\LStOmcrs c;:an
save money OV1:r Pacific Bell by dialinC the carrier's access code. The &:aniCr5 have introduced $C:\Oenl
promotions to support their Dial.around carnpaips. For example, in FebfUll)' 1996. SprinE intnxllaced
"California Sense" a discount plan U1al offer$ S.DS a minute for inrral..ATA calls. Recently, ATkT irllToduced
"Sweet Sense" (Advice Letter 767) a t~porary promotion thu also offers S.OS a minule for California
intraLA.TA. and int1:rLATA tails. T)-pid.lly tM$t'l promodons are temporary iUld ar-e used 11$ ince1'Itives fot the
customers to dial IoXXX for intraLATA calls. The Sprint offer i$ being supported by heavy ad\~ising :and
musmedla.

Other adivitfes irKlLlde Sprint distribuUnC ftee aUlodialcn to their high volume residential users in an effOrt to
simplify their dialing.

Major incfU$es In Aetvertililll=

The Big Three have c:ominued to increase adveniSiDl Yf!C over year in California !1'Id a 1aT&t ponion is
dedicated to lOXXX. W'nh the official an oftoll competition in Januat}' 1995, the carriers si,nlticandy
incrased their overall.rpending in California. ATdtT, Mel lnd Sprint rcpraent 83% ofmeasured
tel=mnnunications advt:rtisinc. In J994,wy represented 76% ofthe total doUIJ'$ spent in 19940

o· .
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TOTAL SPENDING BY ADVERTISER (SGeo): TV AND PRINT

& 1995p

1995 1994 1993
AT&T - 1102,016 $86,545 $56,912
Mel $53,408 $46.989 527,499
SPRINT $28,311 S27,064 SJO.US
Source: Com etitrack: caJifomia Telecommunications rt - Dec:etnbcr 1994

% JNCREASE IN ADVERnSING: TV AND PRINT ONLY
Carrier 1995 1994
AT&T , 18% 34%

Mel 14% 41%
SPRINT :S% 23%

TV. FULL SERVICE I INTEGRATED CARRIERS:

AT&.T. with 'the r.:c:ent passage oCthe 1996 Teler:ommuniQltions Act. Ilnnounced m-:ir intentions to enter the
local mark~t, AT&:Tplans a raneo ofservices that inclu~ bundled ot'f'ers for bU$inen and conswn::rs, Th~e
bundles would combine local, long disrance. wireless, on-line services, and television, (Bob AUtn r:marb on
Telecommuniati0I15 Bill, AT&T Web Site, 2/8196)

.-
AT&T believes the powCt" of-their brand name pUts them in a position to capture a signitiCZlJ\t $h2:re ofw local
mirker. Recent sutveys Ippelr to support this belief. In a Morgan Slanley survey, 30 pereent aCUte people
surveyed said they would switch to AT&T for local service if prices were the same, [n a Yank« Group 5U:V1:Y,
almost 50 pcrcent olthe p.Ilopl~ said 'that iftln:y had thOl option of IC'lting local and long distance from the same .
carrier, they would choose AT4:.T. No other company got mate than 6 percent

In mid February. AT&T announced 'their intentions to offer loal services in Californil1 which ar~ cl\pec:tec1 to
be available by I.lt summer or fall.

AT&T is expected to pursue otr~rin& local services in a number of ways_ Tnl!!se includ~ usin&
feSlle of local exchange com~anies services,

.. cable television technology,
• t'acilirics from alternate aecess providers; AT,&T intends to e<pand On agreements with 20 al~mate access

provider coYCrinJ 70 cities,
.. wireless netWorks (MCCBW ~lIlJJar Cld 2 I PCS liccr1$es) ("Inside the Competitive LOl;al t:Xchange," no.

Kamch &:. Balon. 129.1. PI. 211) and
.. buildin: its own local netWork taeiJitie5 on a,selective basis, to offer local services, They are designing the

netWorks. and will beam in5taJUnc fiber rinp and new switehJDc tedmoloCY in S~"c:r<ll cities. It was
recently revealed mat ATAT and Mel 8R having ~Ifrnimty discussions to share in the cO$t ofbuildiDa a
local telephone n~ork. (Wall Street Jouma~ 2/12196)

.' ,·u.· .'

It is im~tforthe c:anicrsto capt:urethe customers and their innLATA toll bU$iness from the Bell
Operating Companies (BOe) before the BOes are allowed into 11'10 interLATA lon~inance rnan.-et,
According to.~hrls Ricciuti. bznLATA Mcketiq Man..,.- for AT&T. "Thers's a TU501l why we've1hrown
hUle 1I,1t10~ of reIOutees at this." Th. artiers bel.ew tut a customer would be las likct)' to move to a
SOC loul disUinn service ifthey rapture thel" ai_Ie "rviet nOW. ("'Long-Haul CarriCT$ blr!ct short-haul
toll marlcet," Network ,kid, 4/22/95. pg. 104)

Carriers me not the only cmpetitors positioninJ themlel"fl as full service providers. According to Dan
McCarty, a TCI vice president in charge of'the eompany's Califomia division, tilt is our coaJ to become a full
Hrvil;O l'rovidcr fi'om Which CUStomers could gt:t all oftheir telecommunications, data and entenainmenr
n-:eds." (" '96 to ring in local phone ~ervice wan," eMU Cg,va TjrneS, 7/15/95, pg. A.I)

9

6V22'd Tt38 JI.:II:::.t;d Wd0S:S0 96, 60 d3S



P.A.· XX-IS

CAPS au also gariDg up as full service providers and plan:to offer Cen1rex Jik~ servict, usage and aCC1!l$5.
In support ofdurse service expansions. CAPs have already installed swRti1cs in major metropolitm lU'eas and
are now actively1nstallln, switches in the 2nd and 3rt! tier markeu. MFS and TCG have installed switches in
both San Francisco and Los Angelcs. Tea bas installed a switch in San Diego and IntelCom GroU? aeO) has
switehes in OakJand, Los Anples, SaCT3mento and IrvUie. ~lccaic Lightwave, Inc. eEL!), a subsidiary of
Citizen Utility, is also acquiring switches and Brooks Fiber bas switches in the Central Valley.

MFS has made more agreuive moves to enter this market. MFS hts purchasl!:d both Centex, a
Tclemanagement Serviees Company (previously known as a Shared Service Prcvid~r) and RaICom. a Shartd

.' Tenant PrOvider. These mOves give MFS an existine base ofboth Centrex and PBX customers in California.
lvlPS plans to migratt itS CenteJ( customers offPaeific:'s CetftrtX and onto MFS's centrex like service on its
switches. ("Conver:enr:e ofLocal and Long Disrance: The New Integrated Carriers," YMk"Wllxeh. 12194, pg.
12)

v. CARRIERS ARE COBIOOUNG TO BYPASS LEe NETIVORKS:

Access is an important revenue source (or Pacific. However, carriers continue to find ways to bypass Pacfflc:'s
services in spite of [ow wholesale rates.

AT&T:
p-

A.T&T will use five alternative carriers to provide loeal ierVjces in 70 citie$. The carriet'5 are: American
Communicatl\)l\s Servi~, Brooks Fiber, Hyperion TehlcOlnlftunicarlons, IntelCom Group, and Time Warner.
Time Warner will supply dedlcued and switched local busine$s servic~, while the rest wi!lsupply only
dedicated services.

AT8;T is also pursuing other bypass altmtztivu. On October 4, ATcl;T Ncrwork Sysl~ms announced a new,
wirtle$! solution for deliverinl teJ.eeommuniwions 10 homes and businesses. AT&T AirLoop('Thot) a digital
wireless local loop SystC1n. "connects c=ttral offices to homes or busiTleues (the "local loop") usin: fixed
wi~l~ equipment, rather dum traditional copper wirl'l loop••••(tt} pro"idcs the same basic and enhanced voice
and dati features a5 wired local loop rtelWorks. It suppons all the services nvaililble ITom the existing local
e:cchange, from POTS (plao, old telephone service) to ISDN (In~pted Services DiliQlI Network), mako,C it
completely feature tranSpat'all" The article Jou on to say "Vlnually -every household Or .small business could
be acce.s$ible, offerin. servfee providers new markcu and new customers, without the difficultiu associated
w;th the installation oftraditiODaI copper cable.s....The AT&:T AtrLoofl systtTn will ~ 1~lly IvaUable April
1996. ("AT&T NetWOrk Systems infl'Oduces digital wirelcs.s •Local Loop' system," 1995 PR Ncwswire.
~EDGE. 10/4/95)

AT&.T Ilso lIUlounced pllllS to build a global menite scrvicB which will allow it to "bypass local phone
companies and liDJc dlrtctly to ccmsumers_.Voi~,would otTer a range ofservi~. It would provide bIgh
.5peed computer IIIld video .connections mit consumers and small businesscs could use to make video calls.
~onn financial D'1nSaCtions and cODMCtto thc Internet, as well as make ordinary voice c.Us....Warine
Partridge, the AT&T vice president owtleeme tho plan saicL.the service could provide low-cOSt connections to
about 10 million users. (Bare Ziqler. JetrCole and Quentin Hardy, "Satellite Plan Would Let AT&T Bypa$5

Local NetWOl'ks," Wan Stl1ctloUTDII. ~EDGE), 1015195)

..
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Mel:

MClmmo wlieonmutt iu own ncrworks, parmer with other carners. use th~ Bell operarinj companies'
networks and paItner with COIr1'p8titive access providers (CAPs), cable television t:ompanie5 or \~Iess
companies to pin access to the local eXd!an&e marker. MCImetro said it has sipd \\"ith several compcrritive
&e«5S providers 10 use their netWorkS to oft"er local telephone service. In addition, accordinc TO a source who
tllquested anonymity, ATetT and MCI have been sharine fiber o{)tic transmisSion lines in San Fn..,cisco tor the
past year to bypass the local exchqe carrier. ("'Mel Makes Its Play For Local MarketS," Communication
.!Yak. FebtUmy 19. 1996)

MCI is conmuctina Detworks to bypass the LECs, inclucliDi Pacific Bell, Mel announced a si.x-year, S20
billion -pWt to develop local~ services. It will belin v.ith access services for large business eUStcnneT'$
located in the corporate corridon that, aceordina to MCI, generate 40% ofMCr" lonc-diSQru:e tral'uc, Mel
intends to become a "~n-$CTVice local mhlphone company" offering residential service and 2.ccess services TO

rival loni-distance companies as well. C'MCr PJanning to Enter Local Phone Markets," N,y, Tim:,. 1/3194,
06)

Mel Mmo',s goals are to reduce MCI Communications Corp:s access COSts and to supply IOCOllI, 10.11 dimnee
services, wireless and cable services. Switc:hlnl and intellir.ent netWorae services that allow a carmr to
distineuLsh iuc/fwill bo= key to its success. said Cui Sanborn, vice presid.:nt of Mel Metro. (f1ATelecom
~nloraubord -- New law setS a table of big profits and tIghts for loeal, long diSW1CEl marketS,'" Cornroyn/gulan
..' february 26, /996)

Brooks Fibt:r Properties Inc. disclosed that on 2123196 the company and MClmet1'o en~ered into z Imer of inTent
dcsignatlne Brooks as MClmerro's preferred proVider of local access services in a number of its mttkecs.. 
According to the filin" the two companies would en~et' intO a fivl!"-year service agretml!ln~ wh~reby Brooks
would offer MClmetro a disl:Ounl to prevailina optimixed local Exchanle Carrier (tEe) rares fIX compvtblt
circuitS 2lJ1d MCImetro would acquire a minority equity interest in Brooks' SacrametllO, california network
which it did in March \996. MClmetrO invested in Brooks' netWork in San Jose, California. in ~lembcr.

("Brooks Fiber Properties Hopes to Raise S175 Million in Publit: Offering:' St LQuis ecm:-Qjspmch, MMCh 9,
1996)

MClmt:tra has built 40 local SONET nerwor~ in 25 major U.S. cities. SONET rines ha,,'e bten construCted in
LOS' Ance'cs. and San Dielo. PjlJ15 call for SONET rinls to be t:omp~ted around san Fl"lIncl.co. Sacramento,
LodVStockton (California) by yar's end. ("Mer Up~esNew York Telecommunications Network City Area
CUStomers Beneflt From Instant ScrviC'e R.estoration Through MCl's Network Technology:' PR Nrwswfl:',
March 27, (996)

VI. CABLE:

Many oftho cabk: operalOfS are tria1inl ted\nology that will allow them to offer voice and data seTVices, They
a~ pn:parinl to launch dIIfa services that will prOVide hi8h-s~ed dIta acceu services, pes aJld voice services.
The able campania~ currendy tat-marketln, rcsidcntiallnd business tElephony services along with PeS.
tn addiTion, it Q anticipated in 1996, that tlrJet deployment ofcable modem technology will be a....ilable In
several Califomla mlrll:ets. This service is being l1Iarketed U Oll high speed alternative to such let"Vice as
mditional ~hone lines. 14.4 modems and ISDN.

Derail on specitic activities by the major companies are provi~d below.

".
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Cgucinenql Cablevislon:
Continental hubeen approved by the CPUC to provide telephony as a CLC in Premo. Kines, Los Angel.s,
Madera, Oran,e'; Riverside, San Joaq\lin, Sutter. Tulare and Yuba counties. Continental has purchased an ,
A.T&T SESS-2000 switCh lDId plans 'to provide services to busin~ ClUtomer$ over Continental's cable linu.
Continental plans to ~S\n tesdn& in 'third quarter 1996, and plans to roll out its services natewidc in first
quarteT 1997. ("Cable Television Plans for Telephony," Ouality Strlte,;es, pg. 23, April 18, 1996)

Continental Cablevislon announced it will provide morl! than 875 California elementary and. sel;onclary schools
with free and unlimited acc:cJS to the Wb!Tnot. In addition, the company will provide each school within i1$
service aria with a high-$pl!led cable modem connection. ("Conlfnental To Provide Frte Internet Access And
Equipment To California Sl:hools:' Bu$in'u Wire, March S, 1991S)

Co:d:;abl, Svsrems;
Co:c Cabll!l Systems actions IuIve demonstrated the imporQnce of becoming a full service provld'l!r by off'trin&
voice and data services. Sinc:c 1992, they hilV' had a 30% ownership in Teleport CommunicatIon Group which
operates a fiber neMork in San Di~go. TJ$inJ Tl!lepol't's fiber-optic rinp, Cox has the c:apabilit:" to transpOrt
phone traffic trom large users directly to lone distance companies, thus byp&ssinS Pacific BtH. In ilddirion.
Co:( has a trial of t;SO customers in San Diego receivinc Prodigy on-lint sen'ices via a cable modem, The cable

", modem scrvice is an alternative to regular telephone line$ and [SON service, ("Data.on~lin!." CO;( Cable Web
Sill. 4/96)

Time Wamer is one of five alternative carriers to provide lo'cal services to AT&T in 70 cities. Tim~ Warn-er
will supply dedicattd and switched local business services. ("AT&T SiJns With Clmers."
COMi'vf.1.lHlC6IlQNS WEEK, pg. S, April IS. 1996)

Time Warner plans (0 offer high-$peed data services to residential user$ in San Di.eJo. The I:ompany has
ordered 50.000 cable modems ft'om Toshiba to be used in San Diego. r'Fiber Optic Networks in the Pacific
Bell Recion." KMf CQmptation. pg. IS, March 1996)

::r.cI
Tele-Communications Inc., has fanned a company to offer hiah-speed access to Internee throl.llh ~iS1ina cable
systems. The new company called @Home will provide accus to the rntemet and the World Wid~ Web. the
dam cbannoel would carry commercial on-line scrvic:a and offer local infonnation. '"This )'1:3r it will be offeTed
in...Fremont for SUte, and maybe Sanle, Baltimore or Boulder, Colo." ("'@Home LilUnch FacinS Delays..san
ErJncisco Cbroniclc, MaTt:h 28. 1996) TCl @Home's goal i5 to be build a Califomia wide Internet
inftoastruCNrC and offer ir to other cable companies.

Tel will offer I variety ofbUTIdled residential produCtS and~i~ including bJl$ic lines. Internet acce55,llld
Ions distance service. By finr quarttr 1991, TCI will havl!l obtained. competitive ICt'eSS to 90% of'the
California able televi5ion 11W'k;et. Tel curTently serves 1.38 million c:ustomers in California. C"Clible
Television Plan$ for Telephony;' Quality Sttaru:a, pg. 15. April IS, 1996)

TCI the Iarsest cable campany, and the dominant Bay Area provider, is already targeting the Bay Area. It plans
to invest S500 million in the Bay Area with 5250 million in the East Bay. reaming soon tram II black bo~ near
you...," Vallev Tjmes, 10f.2l94, pet CI)

,.

12

.' ..

62/S2'd TT.38 JI..:/IJtkI WdlS:S0 96. 60 d3S



' .. ~..

P.A. - XX-IS

TCI plans to use its cable netWork to provide one stOp JhOppine for infonnation, entertainment and utility
man&&emtnt services. Customcn will have a padcage orotf~gs that include:

TV, -
wind anci:'\ireloss ielcphone service, and
local ~rj lone distance service.

Tel is in the process ofacquiring vtACOM, which contrOls about 50 percent of the cable business in the Saa
Francisco Bay Area. ("Vlacom to tcSt phone service," United Press International 1995, altd Nt,,· York Tlm=,
10/12195)

TCI and 'Viacom account for the vast majority ofcable hOU5Choids in the Bay Area.
Yi.c;pm Cable
"Viacom, which has about 150,000 Bay Area subscribm, said...it would lay high-capacity fiber 12l:>le
from ...PI~asanton, 'through ConU'l COSTa County, nonh to N3pa and Petaluma, then loop back throulh Matilt
jltfO San Francisco. There, Vlacom will plug its lines intO the fiber network that is already bl!ini laid by TCI
Cablevision. TCr, with 6S0,000 Bay Area subscribers. is 5trin&ing cable down the ~ninsula to San JOSII, then
up the East Bay to l;:omplttc the elliptical eireuir....the rine will be done by early 1995:' ("Viacom 10 test ~hone
service," United Press Intematiotlal1995, andNgw vorkJjmC$, 10/12/9')

Casn-a Valley Vi.com cum:ntIy provides 250 Viacom Cable cUStomers with 11 PC-cable "modem" and access to
a ranee oron-line services. ille nial consist of Castro VaJley School D~tric(. Adult School, and the CastrO
,Y.aIltrPublic Library. ("Lighting u~ the future,", VjaC:Qm Cable ~t¢, 4/(6)

Viacom Cable will deliver rcsidcntiallelq)hone servicC$ over itS Stlte-ot:tht-art cable TV sYSt-:tn in CastrO
Valley, California. It will t~ the delivery or intel\'2[ed cable TV and telephony services, including direct-dial _
local and long-distance calling, CUStom calliT\& features. o~n.(1)r-aS5isled and other services, to about 200
single-family Castro Vallcy I'Csidcncl!$ bl!&inninl early 1996. C'Vlacom Cable And TelJabs 8rin, Cable
Telephony To <::astra Valley," pR ~nYjrc, October 11, 1995)

Viacom eXl'eclS broaa rolj..aut of its residential t~lephony services to the San Francisco areA in tirse qLllncr
1997. Viac:om plans to bundle irs cable and telephony services as ont product. ("Cable Television Plan5 for
T~lcphony," Qualie! SMlni,cs, pg. 16. April 18. 19(6)

Vll. TELECOMMUNICATIONS COMPETITION - ISSUES AND
RECOMMUmAIIQ~

Owomm want "samleu intqraeion" or IocallZ1d lone dimnCIl u wclll$ diverse delivery including wireUne,
win:leu, IIJ1d cable communications. Customers prefer to dat withf~ f/to"idm, ;and seek the increased
discount levels mat MSUlt ftom the aurepce size oftheir account. (yankecWlUch. "Convergence ofLocal and
Loae Dmance: TheN~ ImecraEed Carriers," 11/94, pg, 3)

The Yankee Group b.lieves tba1 we will see 'full integration ofcompetitive communications services and a
market dosnimlHd by severalint~ $U~fllieTS of lotal and long dbtance telephony, cable iV, and wireless
services•.(yankeeWatch, "Convercence of Local and Long Disnmr.:e:The New Integrated Carrim, 12194, PI. I)

"A.slocal and inter£xc!wlle caJTlers -ts well as cable and wireless providers-mcrge, acquire, IIDd ally,
vilOfOUl local loop competition win become ubiquitol.ls and Rcsional Bell Operatine Com~1IY ('R.8OC) market
share will drop like that ofAT&:T's in the first decade." (YatkeeWateh, "Convergence: ofLoc:al;and Long
Disf:llnce: The New [nteerated Carriers, 12194, pg. 1)

But lhe faa is that Pacific's ma1'ket share for Business InuaLATA. Toll, both in and outbound 1153,2%, has
,Itad)' dropped lower than AT&T's lnrerLATA I~CS..'
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The aoal of cl11!m!titicn is to benefit couumers ~ith better qUality, selection, and lower-priced services.
However, one.sided l'olicies czm favor large COY1lpetitors tatherthan the cot1surner.

Today, 5tale and federal policies aimed at promoting competition in the local txchmge and act:5S marbts are
accomplIshed by giving or considering concessions to emergiDg competitors.

Customtrs benefit from competition only ifall olthe competitors are free to compete. "Handiaps" on the
incumbent LEe will harm cusmmcrs because artificialll1ld unsustainable market l.ImbreJlas are crated which
prevent full beneflts flowing to customers. Meanwhile, reauiatory policy continues to "handicap· the LEes by
limiting:' .

LEe pricing flexibility,
the types of discounts and prgmotlons LECs can offer,
what products LECs CJln sell, and how they can be packased, and
LEC ability to compeu in '8.11 markets (no in~rLATA at present)

The result has been that the "so-called" ccmy:mltion has limited their marketing efforts to seltle:tive CUStomers
such as high usage businesses and consumer customers - not me broad base ofCalifornia consumers. The
problem is that the incumbent LEC is not permincd to respond to I:ompetition. Thus. the regulators are
allocating markets, nOt impkmlentine compttition.

PaGific's competitors arc: nwnerous and crowing. IECs. CAPs. cable compani~s and wirel~ss pt'O"'idel'$ are the
primary competitors. Even the elemic utilities are conternplllinJ entry as a way to rtduce costs and CCDerite
new revenue. Som~ e,"tpert$ predict lhat mCT8crs. allian~s and partncrship$ amon; mese cornpehton will result_
in formidable competitors or alliang;s otmany acainst the on~ in-recion LEe. ("Local Competition: An
Update on the War ofAll Against All") Clearl}" this trend is i~vcrsiblc ~ billions of dolJ&rs are being invested
by lECs. cable companies. cellular companies. pes providers and CAPs.

Se\'eral existing polic:ies are particularly ill-suited to the ntW competitive paradigm:

• Today's rules requite thac each new LEe service UDdcIIQ a COQ.'U)!t'S rG1U!pCOQ' procccdjne. The results
bear no relationship to economic: or competitive realitiet. These rules, will only discourage: innovation and
promote inefficient competition and must be eliminated.

CumrJirniwjQDs on LEe caminu under price gap rflVltr;on. such u sbarin, Shpuld be eJjmjnated in
the new competitive cnviromnent. These limitations can inhibit LEes' investments and unnecessarily
focus ~n aminls rather man price.

• Jmpol1aDt i$sues CO befal oll'Crlool.-.d. These issues stem from the fact lhat GUTmU rules and NQIJltcmCDl1
go local acbana Men D not eomoatiblC with compcrition ,jnee the PI I,s Were dwel. to ~!IA1I1

'oclal &Alb in a closed nua1c.et syRc:n1.

In onie" to etl8urc tat c:ustamers bettent from focal competition, ~er:al aras need to be addreued:

.. . ''',. "". UnjYl!1U1 myicc. Local excbaDae carriers have had the primary feSl)Onsibility for producing the subsidies
needed to keep residential service rates below COst (e.g.. thfOUlh averaged pricing and artificially hlJh prices
for toll and access seTVices). With cOtnplrition, however, anificial prices cannot be sumined.!Od traditional
sources ofsubsidy will dry \11). The.ftnure ofuniversal service will depend on how some touch questions arc
addI'CS$ed:

.• which services and \lSCI'I should be subsidi%ed?
• how much subsidy is needed?
• how will universal service ba funded?
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Carrier of Last Raqrt QbIj,atjQDs. As the carrier of last resort, local exchange carriers are rtquir~d to ma.l{e
,;apacity availablo to Set"lc all customer requests for servico and TO do so at averaged prices which do not
Di!cessarlly cover the COlt ofservice to the panicular customer. This system works only in the abSl!Dce of
comperition. once competitors enter to serve high profit ~stomers, the statewidt average pricing scheme
brcak5 down and tunding forthll carrier of last resort obliption mUSt be obtained from other ~Ources. A new
proJflIn that makes service available to IIU but in a way 'that i~ consistm1t with a competitive mll1k-et will need
to be developed.

2acific should be aUQWFd to mpond to Cpmps;ritjQD with ~ter pricing flexibility and bW\c1ling on a targeted
basis to enable it to compete against competitors that do noc have limitations on their pricing, earnings, or

.' choic:e of ircas to Save.

While regulatory barriers to competition have been dropped, local ex.chanec carriers have only been affordcci
limited pricing flexibility. With the removal of tntry barriers, Pacific should have the same flexibility to
Competll as other competitorS who do not have limitations On their pricing or eaminis,

New coml'e'titors will not be restril:t~d in the ways in which they can serve customm. They will be able to
imeCrlte voice, data md video services and offer a full panQl)ly ofservices to meet customm' Information and
communications n=ds, eft1cierttly md creatively. This is the direction ofcompetition and what is being
demanded by consLlmcn. Any provider that is restricted in the scope ofservices thar em be offered will not
have a real opportunity to compete in this new environment. Pro~ding to remove restrictions that limit the
.bilit)Lof incumbent providers, such as Pacific, to serve customers with packaged offerlncs incluc1ina
int~L A.TA BJ1d cabIe programming services must be ~omplctcd expeditious fy.

WBAI DQES THE erne NEED TO DO?

• Crate fair and equitable rules for competition so that no participant is advaJ'ltaied or disadvantaged, and
all of Califomia's business and residential customers have the po~endallobenefit.

• E.~editiously implement a compl:ritively neutral Universal Service Fund to cover the differenc: betlAun
~he C:OSI of residential access lines and the rctaiVwhol~le pricc ofresidential access lines.

• Provide all competitors, including Pacific, Ute same nccibilit')' to price, packqe and promotc services.
• Create lonl tenn, stable rules for competition whic:h don't require .ny competitor to subsidize my other

competitor.
Access prices should be geographically ~veralcd.

Assure 1":covcry orimplcmenbltion eOlts,

• Support interLATA relieffor Pa.eitlc Telesis.

The Soals ofcornpetirion II('tI to 01Jet' all markets, nor just tbe local mcket, to benefit consumers ~;th better
quality ./eerion and to encourage new Utft5ttnent in California.

To rach these coals. rules must stimUlate investrImlt in communications facilitie$ in Califomia. Pricing male
below LEe costs an: inconsi5tent with the 8011. WiIh resale l'ri~s below COS15, CLCs will in"CSt California
profits in other states,

The CPUC must have balanced implcm~tation of local comp:dtion incluclin&:
• ~ resal. to cncourq. mVe$D1lent in CdIfomia
• Enabling all to fairly com-peto, ineludinc CUm:nt LECs.

The CPUC should recognize that the telecommunications market is ac:celmlting the shift to one based on
competition TBtherthan replation and thar this mift may outrun the Commission's ability to change rcguhltion
quickly enough to keep up with the competitive realities. It is time forthe Commi$sion to look at the
marl.:erplacc from the compettrive perspecrive r.ather than the rqulatory con'Cl'Ols persp~cti"e and ask what are
the minimum ~uirecl rulc$lInd procedures rteeeuaty to prctect consumers in a competitive environment.
Artificial incentives are not needed allU would prevent MAlthy competition.
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CPUC BYPASS REPORT

.APRIL 1996

SUMMARY OF FACILrrf AND SERVICE BYPASS FINANCIAL IMPACTS
AS OF DECEMBER j 1, 1995

rNTRALATA BYPASS MILLIONS
".

rACUoIlY BYPASS· VOICE S2307-
FACILIlY BYPASS· DATA S 286

SER.VICE BYPASS S 682

TOTAL L"'trRALATA BYfASS 5327.5

INTERl.A.TAlJNT£RSTATE ACCESS BYPASS

reM

FACILITY BYPASS - VOICE

FACILITY BYPASS - DATA

SERVICE BYPASS

TOTAL ACCESS BYPASS

TOTAL CALIFORNIA BYPASS

62/62"d

16

S ::US

S 136

S j 18

S681

$3957
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PAC BELL FED REG 415 495 0741 P.02/35

I. LOCAL EXCHANGE SERVICE COMPETITORS

A. Competitors authorized by the CPUC to provide toe. exchange ..rvlce atlltewlde.'

2.. AONET Telemanagement, Inc. Resale 9/1/95 0.98-02-072

3. Advantllgtl Communications FeoUltles-bued; resale 9/1/95 0.95-12.Q157;
Group. Inc. 0.98-02-072

4. AlsacilltBd Group. Inc. dba Fllcillti.l-baledi resale 911/95 D. 5-12-067:
AuoclatBd CommunloatJonB of D.9~2-o72

LOl Angelu

5. AT&T Fecflitle...bued: reNle 911/95 ·0.95-12-067;
D.96..o2.()72

6. AWM M....glng Corp. dba A••ale 911/95 0.98-02-072
Priority 1 + Long Distance

7. Bakarwfleld cellu'e, Telephone Reple 9/1/95 D.9a.o2-072
Co.

8. Bittel Teleoommunlcatlons, 'nco Aa.ale 911195 0.98-02-072

9. Brook. Fiber Communications of Facllltiu-beted; resale 8131/95 0.95-12-057;
Bakersfield, Inc. 0.98-02-072

10. Brookl Fib,r Communications of Facllitl"-ba..d~ resale 8131/95 D.96-12-057;
Fresno, Inc. 0.98-02-072

11. Brooks Fiber Communications of Facilities-based; renl. 8/24/915 0.'U5·12·0157;
Sacfamento, 'nco 0.98-02..Q72

12. Brook. Fiber CommunicatiOns of Facilities-based: resale 8124196 D.96~12-067;

San Jose. 'nco 0.9&-02-072

13. Brooks Fiber Communications of Facllitl••-bu.d; r...le 8131f9!S D.8l5-12-o!S7;
Stockton, Inc. 0.96-02-072

14. Bulline.. OllCount Plan, Inc. dba Resele 911185 0.96-02-072
L.O. Oi.count Plen

16. Ceble and Wireless, Inc. resllie 911/915 0.98-02-072

16. Cable Plus Company, L.P. dba FllcUltles-based; rnale 9/1195 D.95-12-057;
T.lephone Plus 0.96-03-010

:L Information current as of September 9, 199f5. Data sources are CPUC lilt end CPUC Orders.
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CaiTech International Telecom
Corp.

18. Cellular 2000 ReBBIe 9/1/96 D.98-02-o72

19. Century Teleoommunloatlon., Facflltl...bUed: reAle 911195 0.96-12-067;
Inc. D.86-02-o72

20. ContlMnttli Telecommunlc8tlons FBCIIItIes-bBsed; r...le 811/86 D.96-12-0&1:
of CBllfornla 0.98-02-072

21. Correctional CommunlOBtlons Rnele 2/28196 0.88-08a028
Corp.

22. DIBI .nd s.v. of california, Inc. Reule 8/26198 0.98-02-072
dbe Dial and S.""

23. Electric Ughtw8ve~ Inc. F.cflltle..b...d; .....Ie 911/95 0.95-12-057;
0.98-02-012

24. Extelcom, Ino. dba Expr••• Tel .....1. 9/1/86 0.98-02-072

26. Fiber o.ta Systems, Inc. Facllitles-bued; reule 9/1/95 D.95-12-057;
0.98-02-072

28. Rbemet, Inc. Re••le 911/95 0.9&-02-072

27. Frontier Communlcetlons of the Resale 12/6/95 0.9fS.08-020
Great Lakes

28. Gen,•• Communications Re••le 9/1/96 0.96-02-07
International, Inc.

29. GST Ughtwave (CA), Inc. acUities-baled; resale 8/31/96 0.86-12-0&7;
0.96--02-072

30. GST Pacific Ughtw8ve, Inc. Facltltl••-buedi ,..81. 9/1/95 0.95-12-057;
0.98-02-012

31. GTE Card Servlcss Realle 9/1/96 0.96-o2..()12

32. GTE Intelligent Network S.rvicea Facilities-based 9/1/95 0.96-12-067
Inc.

33. GTE Mobllnet of C.nfom'a Rssale 9/1/96 0.96-02-072

34. GTEC Facllltfes-based: re8.Ie 9/1/95 0.96-12-067;
0.98-02-072
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