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In the Matter of

Policies and Rules for Alternative
Incentive Based Regulation of

Comsat Corporation IB Docket No. 98-60

AT&T REPLY COMMENTS

AT&T Corp. (“AT&T”) hereby submits these Reply
Comments in response to the Order and Notice of Proposed
Rulemaking in the above-referenced proceeding (“Order & NPRM”).

All parties commenting in this proceeding support the
Commission’s proposal (id., ¥ 165) to replace traditional rate of
return regulation for Comsat’s non-competitive markets with an
alternative incentive based regulation plan that would remain in
effect indefinitely and allow all users of services to those
markets to benefit both from a competitive rate and from reduced
rates due to increases in efficiency and productivity. The plan
offered by Comsat, however, provides no assurance that Comsat
will pass through to consumers a reasonable portion of the

benefits of productivity growth. Comsat’s price cap proposals
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for private line services are also little different from those
previously found to be deficient by the Order & NPRM.

In the absence of data regarding Comsat’s reasonably
expected future productivity growth, all Comsat’s non-competitive
services should rather be regulated under a similar price cap
regime to that for the large LECs. AT&T also suggests that,
following the initial reguest for comment in the Order & NPRM,
the Commission should invite the submission of further comments
in response to a more concrete proposal before adopting any

specific plan.

I. COMSAT FAILS TO JUSTIFY ITS PROPOSED REDUCTIONS FOR SWITCHED
VOICE SERVICES.

Comsat's price cap proposal for low-volume users of
switched voice service would lower rates by only 4 percent
annually through 2002, with the mechanism to be applied
thereafter to be subject to review. Comsat asserts (p. 8) that
its proposed 4 percent annual reduction "would provide COMSAT
with a real incentive to remain efficient" and (p. 10) is
“roughly comparable” to efficiencies achieved by other
telecommunications companies. But in the absence of data
concerning Comsat’s future productivity growth, these claims are
unpersuasive. If other telecommunications companies are to
provide the model, Comsat fails to explain why it should not be

subject to the 6.5 percent annual reductions in inflation-



adjusted rates that are required under the price caps for the
large LECs.'

There is certainly no basis to Comsat's claim (p. 3,
n.6) that the Commission found the price caps that apply to the
large LECs "inappropriate here." The paragraphs of the Order &
NPRM that are cited by Comsat in support of this assertion merely
state (1 146) that the record is inadequate for the Commission to
develop a price cap regime, and that (f 149) "[blecause Comsat's
proposed price caps lacks an appropriate X-Factor for adjusting
the price cap, we cannot be sure that consumers will be
protected."

Indeed, Comsat puts forward none of the data required
to ensure that its price caps would result in just and reasonable
rates. The Commission explained (9 146):

“"[Tlhe record in this proceeding is not adequate to enable

us to develop a price cap regime that would ensure the
Comsat’s rates for switched voice, private line and

See Price Cap Performance Review for Local Exchange Carriers,
12 FCC Rcd. 16642 (1997) (Fourth Report and Order). Comsat
suggests (p. 10) that the Commission’s optional incentive
regulation of smaller and mid-sized carriers provides a more
appropriate model as they are “comparable to COMSAT in size.”
However, the optional incentive regulation of smaller and mid-
sized carriers was intended to “ recognize the unique
circumstances’ facing smaller LECs.” Regulatory Reform for
Local Exchange Carriers Subject to Rate of Return Regulation,
8 FCC Rcd. 4545, 4546 (1993) (Report and Order). The
Commission recognized concerns by smaller LECs including
business cycles being “too long to comply with price cap’s
annual adjustments” and “that the financial effect of facility
upgrades [was] too great to be reconciled with the
Commission’s price cap framework.” Id. Comsat makes no
showing that any such concerns are relevant here, or why it
otherwise should not be subject to the greater incentives to
increase efficiency that are provided by the price cap
regulation of the large LECs.



occasional-use video service in non-competitive markets
will be just and reasonable in the future. Specifically,
there are no data in the record regarding reasonably
expected future productivity growth in Comsat’s provision
of these services, and so we cannot determine what X-
factor would be appropriate.”

Without such data, there can be no confidence that
the price cap proposal put forward by Comsat would require a
sufficient portion of its future productivity gains to be flowed
through to consumers.

IT. COMSAT’'S PRIVATE LINE PROPOSAL ALSO FAILS TO ENSURE JUST AND
REASONABLE RATES ON NON-COMPETITIVE ROUTES.

The Order & NPRM (99 145-46) denied Comsat’s request
for forbearance from dominant carrier regulation because it found
that Comsat’s original proposal to cap its current tariff rates,
to continue uniform pricing on all geographic routes and to end
all dominant carrier regulation on January 1, 2000 were
insufficient to ensure that Comsat's rates would remain just and
reasonable. Notwithstanding this decision, Comsat’s new price
cap proposal for private line service on thin routes also relies
upon uniform tariff rates across all geographic markets capped at
current levels.

Comsat again claims (pp. 11-12) that such uniform
rates are competitive because they "were designed to meet
competition in the thick route market for private line services."
The Commission rejected this argument in the Order & NPRM (4 145)
because it found that Comsat's steeply declining market share in
switched voice and private line markets (from 70 percent in 1988

to 21 percent in 1996) was the result of charging high prices in

4



competitive markets. Comsat contends (p. 11) that the Commission
overlooked a 1997 private line price decrease of 8 percent.
However, this price reduction does not show that the Commission’s
former conclusions were misplaced as it occurred after Comsat’s
major loss of market share.

There is also no basis to Comsat's claim (p. 4)
that approval of its proposal is also warranted "in view of the
relatively tiny size of its thin route markets." As the Order
and NPRM ({ 129) has made clear, neither the routes nor the

regulatory issues involved here are "de minimis” in nature.
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CONCLUSION
For these reasons, the alternative incentive based

regulation plan proposed by Comsat does not meet the requirements
set forth in the Order and NPRM. Without data regarding Comsat’s
reasonably expected future productivity growth, the most
appropriate model for such a plan should rather be the price cap
regime adopted for the large LECs. AT&T also suggests that the
Commission invite the submission of further comments in response
to a more concrete proposal before adopting any specific plan for

the future regqulation of Comsat’s non-competitive routes.

Respectfully submitted,

AT&T Corp.
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Mark C. Rosenblum
Lawrence J. Lafaro
James J. R. Talbot

Its Attorneys

295 N. Maple Avenue
Room 32S2H3

Basking Ridge, NJ 07920
(908) 221-8023

June 12, 1988
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CERTIFICATE OF SERVICE

I, Michelle Martin, do hereby certify that on this 12"
day of June, 1998 a copy of the foregoing was mailed by U.S,
first class mail, postage prepaid, upon the parties on the

attached service list:

Michelle Mgééig
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