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December 10, 1996 BECENED

a1 . " o 2
Mr. William F. Caton, Acting Secretary (1 0 {58
Federal Communications Commission _
1919 M Street. NW Room 222 : Federat Cosvmnnicstions Commission
. : Cifice of Secreta
Washington, DC 20554 e GTReIER

Re:  Implementation of the Non-Accounting Safeguards of Sections 271 and 272 of the
Communications Act of 1934, as amended; and Regulatory Treatment of LEC

Provision of Interexchange Services Originating in the LEC's Local Exchange Area,
CC Docket No, 96-149

Dear Mr. Caton;

On Monday, December 9, 1996, Mary Brown and I of MCI met with Dan Gonzalez. The
purpose of the meeting was to review MCI's position in this proceeding as stated in MCI's

comments. The attached documents were used during the meeting and outline the topics
discussed.

Due to the late hour of the meeting two copies of this Notice are being submitted to the Secretary

of the FCC in accordance with Section 1.1206(a)(1) of the Commission's rules the next business
day.

Sincerely,
Kimberly M. Kirby
Attachments

cc: Dan Gonzalez (w/out attachments)

No. of Copies rec’d
N tcopiesroc (ot




CC Docket 96-149
Sections 272 and 271(e)(1)

MCI Communications Corporation
December 9, 1996



Section 272 (b), (¢), (e) and (g)

& (b) Structural and Transactional
Requirements

& (¢) Nondiscrimination Safeguards

- (e) Fulfillment of Specific Nondiscrimination
Requirements

& (g) Joint Marketing



" Section 272 (b): The separate
affiliate required by this section -

-; ¢ (1) shall operate independently from the Bell
operating company;

& Applies to holding company as successor and assign
under Section 3(4)(A) and (B) to the extent that holding

company performs BOC functions.

& BOC cannot use any third party as vehicle to coordinate
activities with LD affiliate that may not be coordinated

~ directly.

& Requires complete physical, operations, and
administrative separation.



‘ Section 272 (b): The separate
affiliate required by this section -

" ¢ (2) shall maintain books, records and accounts
in the manner prescribed by the Commission
which shall be separate from the books,
records and accounts maintained by the Bell
operating company of which it is an affiliate;

¢ Does not preclude affiliate from performing

functions that have been traditionally
outsourced -- not functions that become

outsourced in anticipation of competition.



i Section 272 (b): The separate
affiliate required by this section -

- (3) shall have separate officers, directors, and
employees from the Bell operating company of
which it 1s an affiliate;

¢ Does not apply to limited outsourcing
~ functions.



i Section 272 (b): The separate
affiliate required by this section -

- (4) may not obtain credit under any
arrangement that would permit a creditor,
upon default, to have recourse to the assets of

the Bell operating company; and

Exception: None.



' Section 272 (b): The separate
affiliate required by this section -

@ (5) shall conduct all transactions with the Bell
operating company of which it is an affiliate
on an arm’s length basis with any such
transactions reduced to writing and available
for public inspection.

Exceptions: None.



" The FCC must take the following steps now in
order to ensure that the BOC and the affiliate

are dealing at arm’s length:

Now: BOCs must cease all on-going LD construction in
anticipation of in-region entry.

Now: BOCs must file detailed financial reports relating
to in-region LD construction.

Once Separation rules are established the BOC affiliate must
reimburse the BOC for LD construction.



Sections 272 (¢) (1) and 272 (e)

¢ Nondiscrimination Rules Apply To

Transactions That Are Otherwise
Allowed

¢ Limit On Authority, Not Grant of
~ Authority To Violate 272(a) and (b)

- ¢ Focus On Provision By BOC Of
- Exchange Access To LD Affiliate



Section 271 (e)(1): Limitations
' & An IXC may not:

(1) Condition the offer of long
distance service on purchase of
resold BOC local service and vice
versa.

(2) Offer cross-product discounts for
resold BOC local service and IXC
long distance service.



' Reporting Requirements Should
- Not Be Burdensome

¢ Existing Reporting Requirement Should Be
Maintained With Two Minor Additions

¢ The FCC Cannot Assume Good Faith

¢ Section 272 Is Not “Self-Executing”



Criterion ARMIS 43-05 Comments
Local Service Installation Interval Already report: Must be broken out among BOC,
TABLE 11 - INSTALLATION AND REPAIR affiliate, other
INTERVALS (Local Service)
INSTALLATION INTERVALS:
Line 0130: Total Number of Circuits or Orders
Line 0132; % Commitments Met
Line 0134: Average Interval
Additional Line Installation Interval Analogous to ARMIS 43-05
Installation Intervals
Must be broken out among BOC,
affiliate, other

Custom Calling Installation Interval

Analogous to ARMIS 43-05
Installation Intervals

Must be broken out among BOC,
affiliate, other

Local Carrier Change Interval

Analogous to ARMIS 43-05
Installation Intervals

Must be broken out among BOC,
affiliate, other
Exchange Access Service Trunk/Transport Already report: Must be broken out among BOC,
Installation Interval TABLE 1 - INSTALLATION AND REPAIR affiliate, other
(DS1/DS3/SONET/Dark Fiber) INTERVALS (Interexchange Access)
Must report DS1/DS3/SONET/Dark
INSTALLATION INTERVALS: Fiber only (combined special and

Line 0110: Total Number of Orders or Circuits
Line 0112: % Commitments Met

Line 0114: Average Interval (in days)
(reported separately for switched and special
access)

switched access data)




PIC Change Interval

Analogous to ARMIS 43-05
Installation Intervals

Must be broken out among BOC,
affiliate, other

Local Service Average Repair Interval

Already report: :
TABLE Il - INSTALLATION AND REPAIR
INTERVALS (Local Service)

INITIAL TROUBLE REPORTS
Line 0145: Out of Service Rpair Interval
Line 0147: All Other Rpr. Interval

Must be broken out among BOC,
affiliate, other

Local Service Initial Trouble Reports

Already report:
TABLE II - INSTALLATION AND REPAIR
INTERVALS (Local Service)

INITIAL TROUBLE REPORTS

Line 0141: Initial Trouble Reports

Line 0144: Out of Service Trouble Reports
Line 0146: All Other Trouble Reports

Must be broken out among BOC,
affiliate, other

Local Service Repeat Troubles as a percent of
initial trouble reports

Already report:
TABLE Il - INSTALLATION AND REPAIR
INTERVALS (Local Service)

INITIAL TROUBLE REPORTS
Line 0141: Initial Trouble Reports

REPEAT TROUBLE REPORTS:
Line 0142: Repeat Trouble Reports

Must express the ratio of Line 142 to
Line 0141 as a percentage

Must be broken out among BOC,
affiliate, other




Percentage of interexchange access trunk
groups exceeding an industry standard for
blocking

Already report:
TABLE IIf - TRUNK BLOCKAGE

Line 0189: FGD Groups Exceeding Design
Blocking Objective for 3 months
Line 0190: Other Groups Exceeding Design
Blocking Objective for 3 months

Must express the ratio of Lines 189
or 190 to Line 180 (Total Trunk
Groups) or Line 181 (Groups
Measured) as a percentage

Must be broken out among BOC,
affiliate, other

Number of reports of Exchange Access
common transport busy hour blocking

Analogous to ARMIS 43-05
Blocking Report

Maust be broken out among BOC,
affiliate, other

Number of reports of local interconnect busy
hour blocking

Analogous to ARMIS 43-05
Blocking Report

Must be broken out among BOC,
affiliate, other

Exchange Access Service Average Repair
Interval

Already report:
TABLE 1 - INSTALLATION AND REPAIR
INTERVALS (Interexchange Access)

REPAIR INTERVALS:
Line 0121: Average Interval (in hours)

Must be broken out among BOC,
affiliate, other

Percentage of exchange access circuit failures
within 30 days of installation

Analogous to ARMIS 43-05 Repair
Interval reporting

Must be broken out among BOC,
affiliate, other

Billing disputes, measured in amount in
dispute and as a percentage of billed revenue

New Requirement

Must be broken out among BOC,
affiliate, other




Payment intervals for wholesale services and
unbundled clements

New Requirement

Must be broken out among BOC,
affiliate, other




MC} Communications
Corporation
1801 Pennsylvania Avenue, NW Kimberly M. Kirby

——————ES !
MCI Washington, DC 20006 Senior Manager

202 887 2375 FCC Affairs

- November 25, 1996

Mr. William F. Caton, Acting Secretary
Federal Communications Commission
1919 M Street, NW Room 222
Washington, DC 20554

Re:  Implementation of the Non-Accounting Safeguards of Sections 271 and 272 of the
Communications Act of 1934, as amended; and Regulatory Treatment of LEC

Provision of Interexchange Services Originating in the LEC's Local Exchange Area,
CC Docket No. 96-149

Dear Mr. Caton:

On Friday, November 22, 1996, Tony Epstein and I met with Suzanne Tetreault and Debra
Weiner. The purpose of the meeting was to review MCI's position in this proceeding as stated in

MCI's comments. The attached documents were used during the meeting and outline the topics
discussed.

Due to the late hour of the meeting two copies of this Notice are being submitted to the Secretary

of the FCC in accordance with Section 1.1206(a)(1) of the Commission's rules the next business
day.

Sincerely,

Kim%ﬁrby

cc: Suzanne Tetreault
Debra Weiner



MCI Telecommunications
Corporation

I o
M c| 1801 Pennsylvania Avenue, NW

Washington, DC 20006

Sections 271(e)(1) and 272(g)

The focus of Section 272, and this rulemaking, is the requirements for BOC separate
affiliates and the competitive safeguards necessary in order to ensure that the BOCs do not abuse
their market power. The focus of Section 271(e)(1) is to prevent, for a limited time, one category
of interexchange carriers from certain marketing practices relating to BOC local services that they
have a right to resell on an unseparated basis. The two sections serve very different purposes.
They are not intended to be interchangeable nor should they be interpreted as such.

Thus the Commission's focus in this proceeding should be that competitive safeguards for
BOC affiliates are necessary in order to prevent the abuse of market power. The 1996 Act
recognizes the BOCs' continuing local market power in a myriad of ways, including stringent
conditions that must be satisfied before granting in-region authority as well as the separation and
other requirements of section 272. These requirements, which are imposed on the BOCs, not the
IXCs, are a legislative recognition that the marketplace already restricts the IXCs with respect to
market power and therefore the BOCs require greater restrictions in order to create a "truly"
level playing field. The legislature did not similarly restrict the IXCs and other new entrants.

Sections 271(e)(1) and 272(g) should be interpreted in a manner that recognizes the vast
differences in market power.

While MCI and other new entrants may have name recognition in the long distance
market, the BOCs have a business relationship with every single residential and business
customer in its region and at least equal name recognition due to advertising paid by captive
ratepayers, including interexchange carriers. MCI must overcome that 100 percent market
disadvantage and will not be able to do so if regulated to the same degree, or even similarly, as
the BOC affiliate. That is why the act does not require MCI or any other interexchange carrier to
provide any local services on a separated basis, including resold BOC services. The restrictions
that the BOCs would impose on the large IXCs prior to the BOCs' obtaining in-region authority
(1.e., separate sales channels for local and long distance services), would create a de facto

separation requirement for IXCs, which is directly contrary to the language, intent, and structure
of the 1996 Act.



MCI Telecommunications
Corporation

————EER !
1801 Pennsylvania Avenue, NW
MC' Washington, DC 20006

Noncompliance With Section 272

There are indications that the BOCs are already building in-region LD facilities and engaging in other
preparatory activities in anticipation of in-region LD authority. For example, a September 23, 1996
Telecommunications Reports article quotes Alfred Binford, Chief Executive Officer of Bell Atlantic
Communications, Inc. (the long distance unit) as stating that Bell Atlantic intends to complete its in-region
LD network in 1997, about when it expects to receive in-region authority, which means that work is well
underway by now. See attachment. )

There are no indications that these ongoing activities are being carried out in conformance with the
separation requirements of Section 272, which requires total physical and operational separation between a
BOC's local and in-region LD activities. Thus, local and access ratepayers may well be funding these LD
activities through the application of the local service entity's resources.

It makes no difference that the BOCs have not yet actually started to provide in-region LD service
and that once they do start, they will be required to provide such services only through separate affiliates in
accordance with the rules established in CC Docket No. 96-149. If ratepayers are funding any part of these
in-region LD activities, or if the BOC's local service entity is contributing any personnel or other resources to
such activities, massive cross-subsidies and discrimination will have already taken place before a BOC
receives in-region authority. At that point, the costs associated with building in-region interLATA facilities
will be intermingled with local exchange costs in the BOCs' regulated accounting system. The addition of
these improper costs to local exchange activities will have the effect of depressing earnings on services that
are today rate regulated or price capped in the intrastate and interstate jurisdictions. Since the vast majority
of price cap or incentive-based regulatory plans are linked to BOC earnings, the addition of costs as
substantial as those required for construction of an interLATA network will have the effect of causing
ratepayers to subsidize their construction. Moreover, the participation of the BOC's local exchange entity or
contribution of any of its expertise or other resources to such construction would result in discrimination,
since the BOC LD operation would receive a benefit available to no other entity. Thus, the purposes of
Section 272(b) will have been sabotaged in advance.

Accordingly, the Commission needs to take prophylactic action now, in order to prevent any further
harm from the mingling of local and in-region LD resources by the BOCs. First, the Commission should
require the BOCs to cease and desist from all further in-region LD construction and other preparation
activities until final separation rules can be established in CC Docket No. 96-149. Second, the Commission
should require the BOCs to provide detailed financial reports of all activities to date relating in any way to
such activities immediately, including the identification of whether plant constructed to date is LD or was
installed to upgrade the local network, and capitalized engineering costs, which reports should be made
available to the public. Third, once separation rules are established in CC Docket No. 96-149, and the BOCs
set up separate LD affiliates in conformance with such rules, such affiliates should be required to reimburse
the BOCs' local service entities for the resources provided to the LD preparation efforts prior to the cease and
desist order. Such charges should also be reflected in any imputation analysis in reviewing whether a BOC's
in-region LD services cover all of their costs.
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Bells, GTE Lay Out Marketing Strategles,
Swap Success Stories at New York Conference

For what may be the last time ever, the seven Bell regional holding companies (RHCs) and GTE
Corp. got together last week to discuss their strategies for maintaining local exchange market share
while gaining long distance customers. While the tenor of the conference was congenial, speakers were
very aware that others in the room soon will be their competitors.

But at least for now, the RHCs remain united against a common enemy: the interexchange carri-
crs that want to jure away iocal exchange customers. “We've got a iot more in common right now than
we have differences. We can all help each other by being successful,” one Bell company executive told
TR. “When one is successful, we're all success-
ful.” The challenge for the RHCs is ciear: They

must compete and win in their core local ex- HIQHLIGHTS: Bell companies say
change service markets if they are to survive. common goals outweigh differences, for
And, like most other telecom service providers,  now. . .Diflon, Reed analysts see strong,
they are secking to become “all-in-one™ providcxs “sustained growth” for Bells. . .Target
of local exchange, local toll, long d:stance, wire- marketing becoming key strategy for at-
less, and video services. tracting, retaining customers.

In opening remarks at the Sept. 18 confer-
ence sponsored by invéstment bankers Dillon,
Reed & Co., Inc,, in New York, Senior Vice President William D. Vogel said his bullish investment
stance on Bell company stocks is based in pan on their “aggressive marketing™ to position themselves as
full-service providers. He noted that the Bells’ collective $21 billion marketing efforts have outpaced
those 6f potential competitors, including AT&T Corp. But advertising budgets notwithstanding, Wall
Street apparently remains skeptical that the Bells can make a smooth transition from being monopolists
to aggressive marketers. The Bell companies’ stock prices have lagged well behind the projections of
Mr. Vogel and several other “buy-side” analysts.

But Mr. Vogel addressed industry and financial community naysayers, who point to the interex-
change carriers’ strong brand identities and national marketing experience as evidence that the Bells
may be doomed when competition blossomns in all telecom markets. “Evaluations based on brand name
are overly simplistic and reflect a poor understanding of brand strength in the market.” he said.

The Dillon, Reed analyst sees a potential for “tremendous sustained growth” ammong the Bell com-
panics based on the following factors:

® The low penetration rates for value-added services, such as Caller ID;
® ‘The increasing number of new products being introduced by the Bells; and
® The diversity of sales channels they now employ to reach new customers.

That message was not lost on the Bell executives. Recent RHC advertisements, which were a
centerpiece of the conference, are aimed at extending the Bells’ presence beyond their home markets
and traditional product lines. They consistently focus on the same themes: simplicity, technological
superiority, and familiarity. But cach company also has taken a different tack in approaching—or “re-
approaching,” according to some executives—current and future customers.

GTE Telephone Operations, for example, predicates its new advertising campaign on the premise
that consumers are “confused” and need help in deciding where to turn for telecom services, according
to Clarence F. (Buich) Bercher, President-consumer markets. The company is using the Beatles’ tune
“Help” in its television advertising.

Telecommunications Reports
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MMDS. (mulichannel muRipoint distribution service) aseets in the Miami ares %ir $48 mifiion ¥ stook! :
The companies sald further detalis aren't avallable becauss they stll are hegotiating a defiriRive agree <.
ment. BeliSouth, which recently won the right to operate an MMDS systam in New Orieans (TR, June v/t
3),.is amang Beil companies that have started amassing wirelass cable TV assets to faciitate quick 774
entry into video markets. BeliSouth aiso has obtained cable TV franchises in the Atlanta area; Daniel
isiand, S.C.; Vestavia Hills, Ala., and St. Johm. Fla.
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* It currenty is signing \lﬁmomthm%momdmiixmomeﬁagmm 21 'states whed i’"'
offers the service, “Thé corapany Plaits tf' begin interexchange nﬁons m?ennsylvmla yﬁtﬁh\
weé:h:sud. andwmprwidcsl:r%eemallwmtcsbyyur?e’:d | - anm:-
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JamesA-SmiﬂuWan¢GenaﬂMmlodmakmforUSWESfCommmmghc, 2N
mighit have called his conference presentation “Leveraging Locsiness.” - He said U S'WEST and dll the’
Bells mast be better at ségmenting their markets and understanding local customers: “We have in "+

mﬁaveabemrmdemnﬁngofourloalcmtommthanmempamesemenngouf"’ ’
markets,” henid,nonngthattargctedmarkenngisUSWEST’sprmuymtoyfarmammghu!'
exchange market share. T

MrSmlthadmmedthutlmmnrketinzappmmhlsnewbtBellmwueswmdl“mdmv;ew
our ‘customers a5'the public utility commissioners and staffers. ‘It’s a new thing Tor us to be abie jﬁ .
address various marketing: standpoints,” he said. U S WEST was the first RHC 1o unify its tekco opera-
nonswderasmglebmdme,USWES'rCommuniuﬁons.lnc And it was the first to orient its
business units to market segmemnts, such as video services, telephone operanons, and data networkmg

The new marketing orientation also occasioned more fundamental changes at U S WEST,
Smith said. He noted that the telco has replaced most of its senior executives over the last three
That story was a familiar one to many Bell representatives at the conference, some of whom only a’few
years ago were working. for- compames such as AT&T. Mr. Smith, a veteran of the old Bell System.

joined Pacific Northwest Bell in 1979 and is one of only two senior manngers remammg from thc onp
i nalUS WBSI‘ Comuniatiom team, he said

Mr. Smithalsoairedmotherhmihu (ifnewbund)mthanamongthebells “Wcmbmmg

* more and more rigorous in our cash-flow decision making” he said. In a competitive environment
where no company will have a guaranteed income, the Bell companies must “make every marketing .

4 dollar count,” he said. For example, U S WEST is working to reduce its marketing “cycle time™—the

amount of time it takes to mount a response to a competitor’s marketing initiative. The key is to

respond in “no more than three days,” he said.

“We have been network-centric businesses, but that is no longer the case,” Mr. Smith said. He
noted that at U S WEST, “marketing is becoming first among equals, atleutmmyopmon If the

Bell companies don’t take advantage of the unique characteristics of custoraers in their regions, thqr
will lose an inherent advantage, he wamed.

W Val

Brian R. Lane, Group VP-marketing for NYNEX Corp., noted that his company has somewhat
more experience with local competition than other RHCs. But for NYNEX, it is the “giobalization™ of
telecommunications that is driving marketing plans. “New York City is the birthplace of local competi-
: tion. . .We're not concemned about opening the local market,” he said. NYNEX is looking forward to

Telecommunications Reports
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have 10:)catti howtoJose: customers profitably.” . That concept.is unfamiliar to monopolists, but -
NYNEX-has feamed that desson’ throughcompenuonmmemMTA(hd access and transport
area)!oll-ieﬂieemaﬂet.heuid.

Mr. Lane said NYNEX is winning back customers it lost in the intraLATA toll market in New
York (calls placed between New York City’s five boroughs). New Yorkers can presubscribe to an
mtnl.ATA toll carrier .as well as an mterezdnm;e service carriet. NYNEX has Ilcamned lessons about

hvh;ahmlﬁnc@hzmehigh-vﬂncmm hcmd,
nou mhsbeenabknm Mbmng:mmmwtymnymake;lot
ofmmLATAtollalls e

'n\eveluclebrmsmmﬂﬂsmaumopuonﬂﬂn—mepmngplm It has signed
up 1.7 milliop subscribers for the plan in the last- year. Whea NYNEX knew the intraLATA toll: mar-
ket would- be opened to competition, -it was able to; pre-position its plan to retain customers, Mr. Lane
said. ;It ran-ads-that-equated competition with confusion and frustration, and it targeted smali bugisi-
nesses.- The. calling plan not only-helped customer retention, tnho stmmlated usage, which helped-to
oﬂ‘setcompenﬁwlosu,hcreponed. ST L WA

v i RIS g

7. Bin "hﬂcntmdm(womrq(kﬂmmmmh
(the, RHC's Igng distar ), said, “Clearly our intention is 1 bave a strong retail position” in both
eoreandeme_l.'pu -markets, BeuAﬂanncbehaumnewm(e.g,bngdxmmm)lme
more “upside™ than its core business._ For exampie, customer. usage of long distance service “is growing
in double digits, unlike local service,” he said.
LR 2y

i “lnthetvoy‘pnntookmtogctnmlongcﬁmﬁemﬂugtewbynbmm “That's $2.
billion more. of new operating margin that we can go after,” l(t,Bmford said. Bell Atlantic elpectsto
nrryZS%ofm-repon.longdmamecnnsbythe X ‘
year 2002, he added. Ahnon‘O%ofthclong

distance calls originating in Béll Atlantic’s seven . ATaTeBmUNG -
sutesalsotenmwemmosestucs AT&TCocp hall\mehodnnlwm
"'I‘haulgniﬁcantﬁ'omacostandmuket- pi providing oo

solidated biling and customer service. The
ing perspective,” he said, adding that about 80% | oemorm, cidied "ATET.ALL" allows custom-

of long distance revenues- are generated by resi- ' change their choice of services
dential consumers and small businesses—market ers to their of ot any

: : without changing calling pians, AT&T
segments Bell Atlantic thinks it can win over. e angng osling plne, A
. Bell Atlantic currently is leasing Sprint The program includes cellular, long dis-
Corp.’s long distance services for resale to cus- - | tance, local exchange, messaging, local toll,
tomers in North Carolina, Michigan, and Texas. | (ntemet acoess, calling card, and °500 Easy-
It pays Sprint roughly 1.5 cents per minute for Reach” service. It will be expanded as new

cach call, Mr. Binford said. But after Bell Atlan- | business services are offered, AT&T said.
tic completes its merger with NYNEX, “the POP _

{point of presence]-to-POP costs will be material-
ly smaller.” NYNEX also leases Sprint’s long distance service; it has signed a contract for Sprint to
carry in-region long distance calls when NYNEX is allowed to enter that market.

- YTelecommunications Reports
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Bell Atlannc estimates that it wlll cost 3250 milhon to build a long distance network in its mid:  *

Atlantic region. Once the network is completed, the company would reduce its transport costs on in-
region long distance calls “by more than halfapcnny”Mr.Bmford said. He told-TR that te hu

 long distance network in NYNEX's region would cosf'less than “$250 million.” Bell Atlantit intZiids to

compiletc. xtsnetworkm1997 about the same time mupectsmoﬁum-muonlongmm

bni -

Ove[last lwoyears "Bell Atlantlc product lmcs have beenput mplaoc :o thatlong dastanceqian

plugged: in,” Mr; Binford said The company also has been nmnmggencnc ads with its spokesman,mA
Janics Earl Jones, projecting Bell Atlantic’s “total prov:der" image. “In every-month, well over a mil; .
lion castomers ask us about Bell Atlantic long distance service,” Mr. Binford said. _And when
Atlantic has satisfied federal requirements for providing in-region long distance services, “We'll be sﬁc
to ask, ‘Do you use Bell Adlantic for all yous iong distance needs?”” Mr. Binford expects that Belp -
Atlantic’s telco in Maryland will be the RHC's first to meet requirements of the “competitive cbeckist"
spelled out in section 271 of the Telecommunications Act of 1996. (Checklist reqmremcnts must be -
met before.a Bell company provides in-region interLATA services.) R RERE

Bell Atlantic also is keeping a close eye on the intraLATA toll market, especially in Pennsylvauia )
and New Jersey, which constitute more than haif of Bell Atlantic’s $1.5 billion intralLATA toll franchise
Last month Bell Atlantic introduced a flat-rate pricing plan in New Jersey. In Pennsylvania, it is offer--
ing various.intral ATA toll discount plans that are offset by hikes in the pnee of dmctory assistapce
and “0+” services. . Cime—

< .

For BellSouth Telecommunications, Inc., new competitive opportunitics present new challenges.
Test marketing over the last two years showed that BellSouth “wasn'’t being given credit” for its techno-
logical leadership and its high service quality, said Charles B. Coe, Group President-customer opera-

tions. Part of the problem invoived the consolidation of BellSouth’s telco operations under the single
brand name used today.

- In October 1995, fewer than 30% recognized the “BeliSouth™ brand name. So it embarked on an
aggressive strategy of “brand building.” BellSouth’s advertising is geared to linking technological inno-
vations with the needs of ordinary people. And like some other Bells’, its ad campaigns also have
stressed the unique features of its service territory. Today more than 80% of the customers surveyed
recognize the brand name. Nevertheless, Mr. Coe said, Bell companies “cannot depend on advertising
and marketing alonc.” They “must deliver on [service) promises every day. Service quality is number
one on our list; it should be number one on anyone’s list,” he said

For example, the company has succeeded with its “customer-desired due date” provisioning system
which allows customers to decide when to receive the monthly telephone bill. “Everybody loves it,” Mi

- Telecommunications Reports



Coe daid. "And thé teko chaged iis philosophy toward problem-solving by emphasizing “trouble reso-
lution” over “operational efficiency” BeliSouth, like most telcos, used to measure its ability to respond

mammupoblembyhowmndepunmmokwpumepmblqmommhadepumem
“Nowwcmcamcbowoﬁcnapmﬁemuruohcdmerﬂwﬁmmaan'hcmd. .

“Markenn;wllmwjhermmummm Mr. Coe ssid That's agoodmtegforne!l-
South, which serves 22 million access lines and has enjoyed a 20% growth rate in vertical services in the
last year. This year Mr. Coe expects BellSouth’s vertical service revenucs to cxceed $1 billion for the

first time. “There is enormous oppomunty in vertical services growth when you consider [that] penetra.
tion mesjforsudlsmces]mlow he said.

, &ntmukagngvcmalfeam:esxsuickymCoemd. Oonsmnetsge(“muy"aboutmnnemn;a
technology with a brand name. “From a customer standpoint, being a technology leader is irrelevant.
Xou’ve-got to-find & way to make technology marketable:"- BellSouth was abie to-use the Olympics >

communicate how its technology enabled people all over the world to experience the 1996 Summer
Games.

- Thomas J::Reiman, Preudem-prodna mam;cment at Ameritech Corp was quick to note, "Ihcrc
arc some differences emerging among the Bell companies, and not just in the different advertising
companies we use. If you focus only on gaining or losing market share, you miss the big picture.”
Amcritech, for example, is focused lcss on market segments and more on products. “Product manage-
ment has been a nondcveloped discipline in communications. . .We became serious about it four years
ago as we began acquiring product managers” from other mdnsmes, he sa|¢

Ameritech also has been trying to show how its technology can affect the lives of ordinary Amen-
cans. But it has taken that effort farther than other Bell companies. Ameritech operates the “Human
Factors™ program to test-market its products in small towns. This testing early in the development
cycle helps to ensure that Ameritech’s pmduas (interactive TV, for example) are easy to use and un-
dersund. Mr Reunan said.

Amentech has scveral products undcr dcvclopmem-—a family of voice-recognition produm. for
cxamplc And Mr. Reiman said there is a “strong” customer need for its Speaker ID, computerizéd
training, national directory assistance, and asynchronous digital subscriber line (ADSL) offerings. He is
perticularly excited about Speaker ID, which verifies a speaker’s voice pattern. The company markets it
to law enforcement agencies as a method of monitoring home-incarcerated criminals. In one deal,

Ameritech sold the system to a law enforccment agency, which now resells it at a markup to prisoners
who want to be incarcerated at home.

Asked what Ameritech has “learned from local competition in Michigan,” Mr. Reciman said, “Cus-
tomers get confused and they don’t want to be confused. They got tired of the long distance wars.”
Competing on price isn’t going to attract customers, he added, because pricing systems often are con-
fusing. Regarding other markets, Mr. Reiman said, “Our cable TV experience is wonderful. We com-
pete with cable TV companics that have franchises all over the country, but they go in to do something
special only in the markets we’re in.” Ameritech operates several cable TV companies in Ohio and 1li-
nois and is building its own systems in several states.

Pacific Bell Prepares for Long Distance Fight

Elizabeth A. Fetter, President of the Industry Markets Group at Pacific Bell, highlighted her
company’s “record year” for wholesale sales that surpassed company projections. The number of new
lines served also has bounced back this year: 432,000 between January and June. That’s a 400% in-
creasc over last year’s performance and 150% better than the company’s four-year average for the first

.
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biames in part for iti anemic access line growth over the past two years. It also took financial hits whea
Pacific Telesis spun off its unregulated service unit, AirTouch Communications, Inc., in 1994.and the
telco drastically cut switched access rates in 1995. Now thosc moves are beginning to pay off, said Ms. -
Fetter. California has the lowest switched access rates in the country, averaging 2 cents to 3 cents a
minute. In contrast, Texas has one of the highest rates, nearly 12 cents a minute on average.

. 'Those figures will be very important as the battie for long distance customers heats up next
Ms. Eetter said. uCalifornia is 2 boaanza market for long distance calling. Nearly 25% of afl-U.S.-
distance ‘phone clls:originate inthe state.” And the high volume, ihe s3id, makes Pacific Bell & ‘
target for the interexchange carriers because “the stakes are higher.” ‘California ‘accounts for an ‘2gd-"rs
mated 20% of AT&Ts total originating minutes of use, 19% of MCI Telecommunications Corp.'s. 3%
of Sprint’s, and 17% of WorldCom, Inc’s. .

NYNEi’ondteotherwaﬂ,PldﬂcTelemiudopmgnmomﬂcfmvesmmym id n«::
to customers in its local service markets. Pacific “is trying to make resale as attractive as possible

’nl tl

potential market entrants. That's mcbestwayitanpmcm revcnucascompmuon bcgms,M_; tecss
Fetter said e ' . ‘ ta srnb
Shcdted“fourwaysyqumseWewmminacompedﬁvemvimnmtz (1) a clear salé,Tn
which you retain the customer and provide all the services; (2) resale at, say, 8 20% discount [off theo
retail rate], in which you keep the. network traffic; G)nwalc,mwludxyoudon’tanythcmﬂch!
onlyseﬂthelmkbetweentheaumermdtheservieeprmder;and(‘)nosale She added, “We're

being very aggressive about negotiating with competitive LECs to make resale as attractive as posible
and to retain as much revenue slure as possible.”

WM!

James D. Gallenmore, VP-marketing for SBC Communications Corp noted that his company
“makes a big distinction between the rules of engagcment and preparing for competition. My job'is to
be ready to compete, no matter what the rules are.” He highlighted Southwestern Bell Telephone Co‘ 5
precmptive moves to block future competitors from gaining a foothold in its local markets. v

2

e

For instance, “We knew competitors would attack multidwelling units” as a market-entry strategy,

~ Mr. Gallenmore said. So Southwestern Bell started a program three years ago to sign multiyeas con-
tracts covering local and long distance access services to big apartment buildings. It now has about 900

complexes under contract, preserving about 200,000 “highly threatened consumers.”

Mr. Gallenmore also trumpeted “Local Plus,” Southwestern Bell’s flat-rate calling plan for intra-
LATA 1ol calls. It plans to roll out the service in its first major market this year—the Dallas/Fort
Worth area. Southwestern Bell has taken 12,000 advance orders for the plan through a “limited, highly
targeted” marketing campaign that didn’t include direct mailings or broadcast advertising, he said. Tha
experience has led SBC to say, “Yes, we are believers in flat-rate long distance services,” he remarked.

Like most other Bells, Southwestern Bell is concentrating on target marketing to take advantage of
unique populations in its service territory. For example, the company serves many Hispanic custorners.
If the planned merger with Pacific Telesis takes place, the new company would serve 25% to 50% of
the total U.S. Hispanic population—a group with high rates of international calling, Mr. Gallenmore
noted. Southwestern Bell is targeting this population, as well as “busy households and campus popula-
tions.” These customers represent a natural advantage for Southwestern Bell, he said. C
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