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The AT&T Breakup:
‘ A World of Confusion

By Peter Behr
and Michael Isikoff
Washington Post Staff Weiters

For most of this century, the
telephone has been a simple ne-
cessity of American life, as much
taken for granted as the kitchen
faucet. )

That relationship between
Americans and their telephone is
about to be turned inside out.
On New Year’s Day, American
Telephone & Telegraph Co., the
country's oldest and biggest mo-
nopoly, will be broken up into
eight separate billion-dollar com-
panies, accelerating a chain re-

TURMOILOVER
TELEPHONES

PART 1

action of confusing changes in
telephone service.

These changes should mean a
dazzling proliferation of new ser-
vices and phone equipment for
consumers and busin
a rapid escalation of basic local
phone rates. Although . rates
would have risen without the
breakup of the Bell System, it
will speed up their ascent.

“It’s pretty clear that consum-
ers are going to pay a minimum
of 50 percent more in their
monthly bill in the next 12
months—and that's the best
case,” says Sam Simon, executive
director of the Telecommunica-
tions Research Action Center,
“In some cases, they’re going to

pay much more than that, de-
g:nding on where you live. It can
100 percent or 200 percent.”

po:: thg: lgilt.rit?t. ti’tre leCheu-

) otomac Telephone
Cos. have proposed to raise the
flat monthly local telephone
charge from $8.83 to $13.08 and
the cost of a pay phone call from
15 cents to 25 cents. Larger rate
requests are pending in subur-
ban Maryland and Virginia.
C&P President Thomas Gibbons
predicts that local rates in the
Washington metropolitan area
will double in the next several

years.

Nationally, the local Bell
phone companies—ahout to be
separated from AT&T—are
seeking an unprecedented $6.7
billion in higher rates and fees,
at least in part to help cover the
costs of divestiture. In addition,
the Federal Communications
Commission has ordered that
consumers and businesses pay a
new set of access fees to replace
subsidies the local phone com-
panies will no longer receive
from Ma Bell.

These higher rates and _fees
have triggered political fears in
Congress that the country’s 50-
year-old policy of universal
phone service is in jeopardy. Last
month, the House passed legis-
lation aimed at preserving that
policy and blocking the new ac-
cess fees, adding to the confu-
sion.

FCC Chairman Mark Fowler
said he now fears the Senate will
pass similar legislation early next
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year and warns of & “national catas-
trophe in the making.

“We're going to see the industry
turned into an economic Lebanon. It
will be an industry ripped apart, fac-
tion fighting faction, total chaos,”
Fowler said. “What we're going to
see is & crumbling, rapidly deterio-
rating public telephone network™ in
the 1990s if Congress passes the bill.

The hope of divestiture is that the
disruption will more than be offset
by the benefits of competition s
America enters & new age of infor-
mation.

One benefit shouid be a decling in
the coste of long-distance calling, as
the competition intensifies between
AT&T and long-distance rivals like
MCI Communications Corp. and
GTE/Sprint. One isiecommunica-
tions expert, Robert LaBlanc, pre-
dicts that long-distance rates in 1980
Ky be 40 percent below today's lev-

The second benefit will be the
evolution of the telephone into a new
kind of communications device for
home and business—part phone,
part computer. One of AT&T‘; new-
est offerings, for example, is the
“Genesis” telephone priced at $450
with all its options, including snap-in
memory cartridges that store tele-
phone numbers, automaticaily redial
busy numbers, and prompt the
owner about upcoming sppoint-
ments and anniversariee.

At the other end are throwaway
phones for less than $10 apiece that

will be discarded when they bresk
dm because it will be cheaper to
repiace them than to send them to
the manufacturer in Hong Kong or
Teiwan for repairs.

Will the benefits ocutweigh the
costs and turmoil? Certainly not at
first, many experts say, and observ-
&8 are clearly concerned about the
long-term outcome.

“It will be mass confusion for con-
sumers for awhile,” says Fred Gold-
berg, Washington counsel for the
National Association of State Utility
Consumer Advocstes.

“If there were a way to force
AT&T back into business, I'd be in
favor of it,” says Sen. Barry Goldwa-
ter {R-Ariz.), chairman of the Senate
communications subcommittee.

Charles L. Brown, chairman of
AT&T, says: “This is a major up-
heaval . . . It was not our idea.”

“What | would like...is to go
back before this whole thmg was
started and put the cork back in the
bottle,” says Glean Watts, president
of the Commumw.nona Workers of
America, the union that represents
telephone company employes. That
can't be done, he admits.

Why tke Breakup

But the truth is, says
§ C&P's Gibbons, “the
way you get phone
nma in this coun-
try is never going to
' be the same.”

The Bell breakup is the direct’
result of the rapid blossoming of
computer snd microwave technolo-
w dmlopod during World War I1.

made it poe-
llble snd prduble for more and
more companies to bypass AT&T's
long-distance network by setting up
their own setellite, microwave and
cable systems, notes Philip L. Verve-
or, former chief of the Federal Com.
municetions Commizsion’s Common
Carrier Bureau.

y@aﬂgup Will Be Painful
Benefits Start to Appear

In 1969, a small Washington-
based company, MCI Communica-
tions Corp., was given parmission to
compete with AT&T by setting up a
microwave tranmission service. Now
MCI is & $1.1-billion company, and
along with other companies is offer-
ing long-distance service at rates sig-
nificantly below AT&T’s.

“The technological change was oc-
cumng and it gradually became ob-
vious that the telecommunications
industry was not moving as rapidly
on that technology as it would if it
were competitive,” says Bruce Owen,
a former Justice Department econ-

omist and a key figure in the Bell

breakup.

During the 1970s, AT&T tried to
siifle that compatition, pushing leg-
islation in Congress that would have
virtually outlawed its fledgling rivals.
AT&T's power, fed by ita monopoly
revenues from local and long-dis-
tance service, posed a stark choice
for federal policymakers, Owen said:

Either allow the monopoly to con-
tinue, retarding technological growth
in a crucial industry, or challenge
AT&T head on. In 1974, the Justice
Department chose the second course,
filing a suit to break up AT&T.

On Sept. 11, 1981, US. District
Judge Harold H. Greene, presiding
over the trial, denied AT&T'’s mo-
tion to dismiss the lawsuit. He con-
cluded: “The testimony and the doc-
umentary evidence adduced by the
government demonstrates that the
Bell System has violated the anti-
trust laws in a number of ways over
8 lengthy period of time”

On Jan, 8, 1982, before the trial
had ended, AT&T and the Justice



1956: American Telephone & Telegraph Co.
signs a consent decree with the U.S,
government to end a major antitrust suit. The
decree bars AT&T from entering any
non-regulated, non-telephone activity, such as
data processing. '

1968: The Federal Communications
Commission issues its first ruling promoting
competition in the telephone industry by
allowing customers for the first time to hook
up non-Bell System phones to the telephone
networks. ,

1969: The FCC permits MCI
Communications Corp. to launch a private-line
service between St. Louis and Chicago, creating
the first long-distance competition for AT&T.

1974: The Justice Department files a new
antitrust suit against AT&T, accusing it of

e Steps Toward

Divestiture

trying to keep competitors out of the
equipment and long-distance markets.

19786: In the face of increasing competition,
AT&T mounts congressional campaign for
legistation dubbed “the Bell Bill” that would
protect AT&T’s monopoly in much of the'
telecommunications market.

1978: The mood shifts against AT&T in
Congress as Rep. Lionel VanDeerlin (D-Calif.),
the chairman of a House subcommittee on
telecommunications, introduces legislation to
break up the Bell System. U.S. Judge Harold
Greene takes over the AT&T antitrust case
after presiding judge dies.

1981: MCI Communications Corp., charging
AT&T with anticompetitive conduct, wins $1.8
billion verdict. Appeals court orders new trial
on amount of award.

1982—January: The government and
AT&T announce they have reached an
agreement settling the antitrust suit.

" 1982-~August: Judge Greene approves most
of the breakup plan, making several key
changes designed to help local phone
companies. ]

1983 —dJuly: FCC issues plan to impose 1.9
billion in higher residential phone fees and
other charges to help local phone companie;
after divestiture. The House moves to block
the new charges.

1984—January: The former local Bell
phone companies are separated from AT&T in
the most extensive corporate breakup eve -,




Department stunned Congress and
the telecommunications industry by
announcing an agreement to break
up the Bell System. Their agree-
ment, modified by Judge Greene, is
the plan that will take effect Jan. 1.

AT&T will keep its long-distance
business, Bell Laboratories, its West-
ern Electric manufacturing division
and an equipment sales division,
AT&T Information Services.

The 22 Bell operating companies
have been regrouped as seven large
regional telephone companies, sep-
arated from AT&T. As part of the
Bell System, they bought most of
their equipment from Western Elec-
tric. Now they are expected to buy
from a growing number of equip-
ment firms, stimulating one of the
nation’s most important industries.

In the end, AT&T accepted the
dismemberment because it saw new
opportunities in leaving its old local
phone business behind and emerging
as a smaller but still powerful com-
petitor in intermingled businesses of
computers and telecommunications.

By settling its court fight with the
Justice Department, AT&T was able
to escape from the confines of a 1956
court decree that had blocked
AT&T from entering the computer
business. Now, AT&T expects to be
a key competitor in a fast-growing
market for sophisticated computer-
ized telecommunications equipment,

AT&T: ‘Welfare State?’

The Bell breakup
and the decision to
throw open the door
to long-distance
competition has also
opened the way to
the escalation in local telephone
rates and fundamental changes in
how customers are charged for
phone service.

Divestiture has wiped out billions
of dollars in subsidies that AT&T
shifted every year from its long-dis-
tance business to the 22 local Bell
phone companies. These subsidies

had helped slow down the increase
in local phone rates.

The subsidy was a response by
AT&T to state regulators, who saw
local phone service costs rising faster
than long-distance costs and com-
plained that long-distance profits
were excessive. The size of this cross-
subsidy is disputed by #xperts, but
the current estimate is $10.7 billion
a year.

AT&T was able to make this
transfer because, with its national
telephone monopoly, it could func-
tion more like a federal government
than a private corporaticn,

“I've said many times that AT&T
was more like national government,
almost like a welfare state with the
power to tax some people way above
cost, which they then used to hold
down costs to other people,” says
Alfred E. Kahn, President ‘Carter’s
anti-inflatien advisor who has served
as a consultant to the Bell System.

The people who benefitted from
these “welfare” policies were phone
users who rarely made long-distance
calls. The people who were taxed to
support those benefits were long-dis-
tance callers, particularly a handful
of very large corporations that ac-

count for 50 percent of all business
long-distance revenues.

The divestiture, taking the local
operating companies from AT&T's
long-distance arm, forced an end ‘10
the internal subsidies.

. However, the loss of the subsidies
confronts the local companies with a
large loss in revenues, and the FCC,
Congress and the courts all are in-
volved in a battle over how that loss
will be made up in higher for local
and long-distance service.

Access Charge Fight

This year, the FCC
n proposed to replace
the subsidies with
access charges to be
paid by residential
and business cus-
tomers and by the long-distance
companies. Beginning April 3, res-
idential phone users would pay $2
more per month next year, escalat-
ing to $6 per month by 1988. Busi-
ness would pay $6 per phone line
next year, but that fee would not
increase. These are the “subscriber
access charges.” The long-distance
companies would pay a “carrier ac-
cess charge.” The money would go to
the local phone companies.

The philosophy was that, since a
long-distance call travels part of the
way over a local company’s wires
and through its switches, a local
company should get some payment
for access—the use of its services.

But the proposed new monthly
charges—on the eve of a congres-
sional election year—set off a chorus
of outrage among House and Senate
Democrats.

The direction of the emotion
comes across in & Nov. 9 House
speech by Rep. Ron Wyden (D-
Ore.):

“I cannot believe ‘my colleagues
want to let the FCC lay a foundation

See BELL, A15, Col. 1
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for an information aristocracy where the
well-to-do have [phone] access to in-home
computers for shopping and banking, while
genior citizens will have to fight to avoid
being priced out of a phone they can use to
call the doctor.”

The political dilemma was clear. If mem-
bers of Congress permitted the access
charges to stand, they would have to explain
them to voters at home.

But if access charges on residential and
business customers were ruled out, as the
House Democrats proposed, where would the
local phone companies get new revenue to
make up for what they lose with the end of
the Bell subsidies? .

There are only two sources: Higher local
phone rates—or higher access charges im-
posed on the long-distance companies,
prompting higher charges for long-distance
calls.

Technology complicates the decision. A
large business can set up microwave anten-
nas or a private phone cable and transmit its
long-distance calis directly to a long-distance
carrier, bypassing the local phone network.

The local phone companies complained
that if Congress blocked residential access
charges, more and more businesses would
bypass their systems rather than pay the
higher long-distance rates.

And the loss of this local revenue would
result in higher rates for the remaining local
customers—just what congressional Demo-
crats were trying to avoid. Finally, AT&T
warned that if the House bill became law,
the company would scrap plans for a 10.5
percent reduction in long-distance rates,
eliminating perhaps the most immediate tan-
gible benefit from divestiture for consumers.

While that fight is in limbo during the
congressional holiday recess, state utility

commissions are considering heavy rate in-
crease proposals all over the country.

In Texas, Southwestern Bell filed for $691
million in higher rates and fees that would
triple phone rates there. Friday, a Texas
Public Utility Commission judge granted the

company a $653.3 million interim increase, -

which Southwestern Bell called “insuffi-
cient.” Pacific Telephone filed for a $1.3 bil-
lion increase in California that would double
Jocal rates, and so far has received an interim
increase of $446 million.

Closer to home, C&P asked for $82 mil-
lion in the District, $134.8 million in Virginia
and $218 million in Maryland. C&P’s re-
quest in the District was trimmed to $41
million.

The phone companies’ critics see greed at
work. “The operating companies took a look
at divestiture and said, ‘Ha-Ha, we can rip
off the state commissions,’ ” says Henry Gel-
ler, former telecommunications adviser to
President Carter. “So they came up with
these outrageous rate requests.”

The local telephone companies put it a
different way, saying they need rate in-
creases to make up for a loss of revenues
from toll calls within state borders. These
long-distance calls will be carried Ly AT&T
or its competitors after Jan. 1—not the local
companies.

Paying by the Call?

And the local operating
companies argue that since
they must now stand on
their own, as separate util-
ities, the profits they return
to investors must be large
enough to keep a stream of-capital flowing in
to finance future growth and development.
But the size of the rate increase requests
is only part of the controversy. There is a

growing debate over the telephone compa-
nies’ plans to tailor charges to the phone ser-
vices received. Traditionally, a telephone
compeny set one charge for everyone, regard-
less of income-—one basic monthly rate paid
for an unlimited number of local calls.
“When we were ubiquitous, we looked at
everything the same way,” says C&P’s Gib-

ns.

The monthly residential charge averaged
the costs of providing service for both the
heavy phone user and the infrequent caller.
It averaged the relatively low costs of serving
a new suburban development or apartment
house close o a phone company switching
center with the higher costs of reaching a
distant rural area. Some phone customers
subsidized others.

Many local telephone companies—includ-
ing C&P—are pushing as rapidly as they can
to move customers away from the flat
monthly charge in favor of a measured
charge based on the number of calls and the
length of calls.

“The whole idea of divestiture is to get out
of the subsidy business, allow competition
and allow prices to reflect costs,” says Gib-

ns.

" Thus, C&P bss proposed a range of “op-
tional measurad service” packages, such as
an economy service in the District that
would permit customers 60 local calls a
month for the discount rate of $4.51,-and
then charge an extra 4.9 percent for each
additional call.

Almost half of all District residents now
subscribe to flat-rate service allowing an un-
limited number of local calls for $8.83 a
month, with C&P proposing to raise it to
$13.08. Those who want to escape the in-
crease—and are willing to cut back on local
&%ng——can switch to measured service, says

The campaign for measured charges is



bitterly attacked by some consumer activists.
“They want to put a pay phone in every-
body’s home” complains Sylvia Siegal,
founder of California’s TURN (Toward Util-
ity Rate Normalization). The campaign for
measured service strikes at the basic fairness
of a singie flat rate for all, she says.

Under the current flat-rate system, the
subsidy is substantial, phone industry esti-
mates indicate; 20 percent of residential
phone customers make 45 percent of the
calls. At the bottom of the scale, another 20
percent of residential customers make only 5
percent of the calls.

And there is a growing traffic of data
transmission by computer firms, who pay a
flat rate although they tie up local lines for
24 hours a day, seven days a week, complains
Gibbons. “That kind of cost is being shared
by everybody else,” he says.

Telephone industry officials say that mea-

sured service and low rates for a limited °

number of calls give consumers new ways to
economize that were impossible in a flat-rate
system.

“There are lot of options that the custom-
er can have and still keep his rates low,” says
C&P spokesman Web Chamberlin.

In a year or two, C&P will be asking for
permission for time-of-day pricing for locel
service—the same approach that permits
lower long-distance charges for evening and
weekend calls, Gibbons says. That will re-
duce the number of calls in peak periods,
holding down requirements for new switch-

Ling equipment, he predicts.

More and more information will be trans-
mitted between computers over phone lines
in the future, says Gibbons, and if C&P can
charge measured rates for those transmis-
sions, it should become a lucrative business
that could help keep local residential rates
down, he says.

“If you get away from flat-rate pricing you

THOMAS GIBBONS
.. . C&P President says rates will double soon

lgzve all kinds of opportunities,” says Gib-
ns.

The campaign is nationwide. “We don't
see how people can argue against paying for
what they use,” says John Hulse, vice chair-
man of Pacific Telesis, the holding company
for the former Bell telephone companies in
California and Nevada.

But there is an argument. The political
flareup in the final days of the Bell System
is & reminder that the divestiture plan has
really settied nothing where telephone rates
are concerned. It has merely opened a new
chapter.

Next: What the new industry will look
like; will competition work?



The following questions and answers are
meant to help consumers understand the
changes in phone service that take effect
Jan. 1. For further information, call C&P
at 800-555-5000 or AT&T at
800-555-8111.

Q: What do 1 do with my phone on Jan.

17 .
A: First, check to be sure whether you
oum it or whether you are currently leasing
it from C&P.

If it’s leased, you have three choices.
You can buy it, or continue to lease it, or
you can turn it in. This month you can
deal with C&P, but after Jan. 1, be sure to
make the arrangments with AT&T, not
C&P. The court order that breaks up the
Bell System gives C&P’s home phone
equipment to AT&T on Jan. 1. C&P will
pay you $4 if you turn in the phone this
year. AT&T doesn’t plan to pay for phones
next year.

- @: Can | do nothing?

_ A: If you now lease a phone from C&P,
and you do nothing, AT&T will take over
the lease on Jan. 1. Although you will then
owe monthly phone rental payments to
AT&T, those charges will be included on
your monthly C&P bill. So you can keep
making one payment.

Q: How do I decide whether to buy or
lease?

A: Owning clearly is far cheaper than
leasing in nearly all cases. An exception
could be if you own an expensive phone
that requires frequent and costly repairs.

Until the end of this year, District
residents can buy the basic C&P rotary
dial phones now in their homes for $18.25
apiece. (This price and the other examples
don't include taxes.)

If they continue to rent, the charge per
phone is $1.50 a month plus tax. So in just
one year, the rental charges will exceed the
purchase price. The same is true in the
suburbs, although the purchase price is
slightlv higher.

You can buy your Touch Tone desk
phone for $33.00 if you live in the District
ui rent it for $2.71 a month at today’s
rates. The purchase price is $41.95 in the
suburbs, where the monthly rental is $2.07

for Virginia and $2.11 for Maryland. If you
buy your current phone from C&P or
AT&T, you get a 30 day warranty.

Q: What if I'm moving to a place that
has no phones? :

A: After Jan. 1, you can rent a phone
from AT&T. The charge will be $1.50 a
month for a basic dial phone, and $2.85 a
month for Touch Tone.

This month, C&P will sell you a rebuilt
Touch Tone desk phone for $54.95, with a
90-day warranty. After Jan. 1, AT&T will
charge $61.95 for a new phone and give a
one-year warranty. The Public Phone
Store will sell you an ITT model for $49.95
with a two-year warranty, or a rebuilt ITT
model for $39.95 with a 90-day warranty.
Radio Shack has a $59.95 model with a
one-year warranty, and many retail and
appliance stores also carry phones.

One of the best buys is a telephone
company rental phone. They were
“over-engineered” and designed to last 20
years or more, and current models don’t
have the same durability.

Repairs

@ What if my phone breaks down.

A: If you arrange to lease your old C&P
phone from AT&T, AT&T will be
responsible for repairing the phone if it
breaks, for no charge.

Leasing may make sense for shut-ins
who would have trouble taking a phone to
be repaired. If you lease from AT&T and
the phone goes on the blink, AT&T will

. send you a replacement phone by express

mail, at no charge. Or you can take it to
one of AT&T’s 1,500 service centers
around the country.

If AT&T comes to your home to fix a
leased phone, it will charge for you for
time and materials. How much hasn’t been
announced.

Q: If I buy my old C&P phone, who will
repair it?

A: AT&T will, but only if it an AT&T
or C&P phone covered by warranty. If
your warranty has expired, AT&T will
charge you for repairs.

Q: How much?

A: C&P’s current price is $27 for rotary
phones, $29 for Touch Tone. In the future,
AT&T's charges will vary based on costs
for labor and parts. It hasn’t announced
those prices yet. -

Q: Where are the AT&T phone centers?

A: AT&T will take over the current
C&P phone stores on Jan. 1. AT&T hasn't
said whether some will be closed and new
phone stores opened. Call 800-555-8111.

Q: What if I bought my phone from a
store and it isn’t a Bell model. Will C&P
or AT&T repair it?

A: No. These phones may be covered by
a warranty from the manufacturer or the
store that sold them. Check the warranty
first. Contact the dealer who sold you the
phone.

Q: If it isn’t covered by warranty?

A: Some phone stores won’t offer
warranties on the cheapest “electronic”
phones that come from Hong Kong and
Taiwan. These phones use computer chips

" to create the sound “pulses” similar to

what you hear when you operate a dial
phone. Because they don’t stock
replacement chips, they won’t attempt
repairs. Their advice: If these phones
break, throw them away.

Q: All push button phones aren't alike?

A: No. The “pulse” push button phones
don't generate a tone and thus can’t be
used for computerized phone services such
as home banking or the long-distance
services of AT&T’s competitors. And you
can’t use a ‘standard rotary dial phone for
these services, sither.

Q: Where can I get my phone repaired?
A: Try the private phone repair shops
listed in the Yellow Pages under

7



“Telephone Equipment & Service
Systems-Service & Repair.”

Q: If there's a problem on the line,
should [ call C&P?

A: Not right away. First, try to make
certain the problem is with the line and
not your phone.

Q: How? .

A: If the buttons are stuck, or the dial
or plastic case is broken, or a cord is split,
chances are the problem is in the phone.
Check it by unplugging the problem phone
from the wall jack and plugging in another
phone, either one of yours or a neighbors.
If the problem continues, it's probably the
line. .

Q: If the problem is in the line?

A: C&P will fix it without charge. But if
they come to your house and decide the
problem was.in the phone after all, they
will charge you for the service call. And
your phone still won’t be fixed.

Q: How much will they charge?

A: C&P is currently-authorized to
charge $41.55 per repair visit.

Q: If I move to an older home or
apartment that doesn't have the “plug in”
style wall jacks. Will C&P install new
jacks?

A: Yes, but it will be expensive. C&P is
asking for permission to charge for parts
and labor, the way other home repair
services do.

For a “simple” installation of a phone
jack, C&P wants to charge $21 for the first
15 minutes and $11 for each additional
quarter-hour.

However, most consumers should be
able to handle simple installations, using
the plug-in phone jacks and instruction -
pamphiets available at most phone stores.

Long Distance

Q: What happens to long distance?
A: Nothing, at first. You still have a
choice of using AT&T or buying

long-distance service from one of its
discount competitors such as MCI

Communications, GTE/Sprint, ITT,
Waestern Union, Skyline and Allnet.

The discount services don’t make sense
unless you make a lot of long-distance
calls. Check the details. AT&T currently
charges $2.70 for a five-minute call from
Washington to New York City during the
day. MCI charges $2.15 for the same call
for a savings of 55 cents. But MCI also

. charges customers a monthly fee of up to

$10, so you don’t save money with MCI
unless you make at least 19
Washington-New York calls per month
like that one.

Q: After Jan. 1, do I still have to dial a
lot of additional numbers if I use MCI or
one of the other services?

A: Yes, but over the next three years,
that will change.

The break-up ruling requires C&P and
other local phone companies 10 make
improvements to switching centers to give
AT&T’s competitors the same
high-quality, long-distance connection that
AT&T receives. They don't have that now,
and that's why access numbers are
required and rotary dial phones can't be
used on these services.

Once the switching improvements are
made in your area, you can choose to have
your long distance calis routed
automatically through the service you
¢hoose. Or you can choose among the
various companies each time you make a
call by dialing four access numbers.

@Q: When will that change take place?

A: Sometime between September 1984
and September 1986, according to the
plan. C&P and the long-distance
companies will let you know.

@ What will happen to long-distance
rates?

A: Once AT&T and its rivals are equal
competitively, federal regulators will
remove the price advantage that the rivals
now enjoy. Everyone expects competition
to push long-distance charges lower, but
future long-distance charges are impossible
to predict now because Congress, the
regulators and the courts still are wresting
with the issue.



A New Era of Hot Competitiorz

By Caroline E. Mayer and Merrill Brown
Washington Post Staff Writers
The game is monopoly. The board is the
telecommunications industry, one of the fastest
growing markets in the world.
For the past 50 years, nearly all the spaces
on the board have been occupied by American

Telephone & Telegraph Co., whose $66 billion -

in revenues this year will probably exceed all

TURMOILOVER
TELEPHONES

PART 2

of the 1983 federal tax payments by all of the
businesses in the United States.

On Jan. 1, the rules of the game will sud-
denly change, when a court-ordered split of
AT&T's local and long-distance businegses
takes effect.

DEC. 12,1983
Al A2

Thousands of companies will grapple for
chunks of the old AT&T empire and the out-
come will affect how Americans communicate
in a new age of information. It will decide the
fate of AT&T, the largest corporation in the
world and a unique American institution.

The stakes are great for millions of employ:
es in the industry and its millions of sharehold-
ers. And the money on the table comes ulti-
mately from the savings and spending of con-
sumers. .

The separation o \AT&T's former local
phone companies from }\he rest of the Bell Sys-
tem represents a gamble that consumers will
benefit more from competition than from a
continuation of AT&T's telephone monopoly.

“The whole basis of the antitrust law is that
competition will drive prices down and will
ultimately benefit the consumer,” says U.S.
District Judge Harold H. Greene, who is over-
seeing the AT&T divestiture. “Nobody has.

See BELL, A12, Col. }
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given any goud reason why that shouldn’t be true in the
telephone industry.”

To decide whether the AT&T breakup is working for
consumers one must look first at the long-distance tele-
phone market. Teday. AT&T is the Goliath of the $40
billion long-distance telephone market. Nearly two-thirds
of AT&T's revenues and the bulk of its profits come
from long-distance tolls. Lumped together, the Davids in
the long-distance market have only 5 percent of the rev-
enues and a single one of them, MCI Communications
Corp., has 3': percent of the business. AT&T has the
rest.

¢

Long Bistance

The contenders in the long-distance ring
have been growing at tremendous speed,
taking advantage of rates approved by
the Federal Communications Commis-
sion that make their long-distance ser-
vice 20 to 40 percent cheaper than
AT&T’s for those who do a large amount of long-dis-
tance calling.

dJan. | marks the beginning of a crucial new round in
the fight between AT&T and its long-distance compet-
itors. Judge Greene's decigion calls for an upgrading of
local switching centers between September 1984 and
September 1986 in order to give the competitors the
same high-quality connection to local phone companm
that AT&T noW receives. This would eliminate the main
inconveniences the rivals’ cistomers now face, such as
the need to push 12 additional numbers to make long-
distance calls.

With increased competition, the long-distance business
should boom, growing from about $45 billion to $100
billion by 1990, says Stephen Chrust, a financial analyst
with Sanford C. Bernstein.

If the competition is strong, consumers could benefit
from sharply lower long-distance charges, which could
fall by 40 percent or more by 1990, says Robert LaBlanc,
a telecommunications consultant.

But a vital and unknown factor will be the difference
between the long-distance rates charged by AT&T and
its competitors.

The discounts now offered by the other long-distance
carriers are their weapon against AT&T. But earlier this
year, the FCC jolted the long-distance industry with a
decision that sharply raised the rates AT&T's compet-
itors would have to pay local telephone companies for
access to local networks.

The FCC’s access charge plan, designed to increase the
revenues of local phone companies, would impose a
charge of $2 a month next year on residential bills,
climbing to $6 by 1988 Businesses would pay $6 month
per phone line.

At the same time, the plan, as currently designed,
would sharply raise the rates GTE, MCI, International
Telephone & Telegraph Co.'s USTS Satellite Business
ovstens and other long-distance companies pay the local
telephone companies for access to their customers.

And that, they say, could put them out of business.
For they will be forced to raise their rates to customers,
eliminating most of the discounts that enable them to set
their prices far below AT&T's.

“If the access charges go into effect, then we will not
be expanding in the business,” savs ITT's Robert Braver-
man. “They will make the business unprofitable.”

GTE'’s “Sprint will try to find other wavs to use our
network,” says company chairman and chief executive
officer Theodore F. Brophy.

MCI’s Chairman -William G. McGowan adds. “no one

will be coming in. It will be AT&T, ourselves and

Sprint.”

“The ultimate result will be a return to a monopoliza-
tion of the [long-distance] industry by AT&T, making
the coming [divestiture] of AT&T a totally futile and
senseless action,” the competitors say jointly in a letter to
the FCC.

Charles L. Brown, AT&T's chairman, says Bell's rivals
“have always complained that they're starving at the
same time their business is growing 50 percent to 100
percent a year.”

However, most Washington telecommunications attor-
neys and New York financial analysts do not believe that
these firms are making idle threats this time around.

They are convinced that the FCC .will revise its earlier
decision and lower the rates these carriers must pay; for
failure to do so could wipe out competition—just the
opposite of what the FCC had in mind. If the FCC
doesn’t compromise, it is possible that Congress would
force it to.

No matter what happens with access charges in the
short run, analysts and industry officials are convinced
that in the long run AT&T will have to let its 90 percent
share of the long-distance market drop to at least 75 per-
cent—or else the company probably will be dragged back
in court and charged with violating the antitrust laws by
trying to keep its competitors out of the profitable market.

Morris Tannenbaum, chairman-designate of AT&T's
communications subsidiary that oversees long-distance
service, doesn’t dispute that theory, saying it could be in
g:ﬁ company's political interests to see its market share

For the next few years, Tannenbaum predicts, the
competitors will continue to grow very rapidly, with a 60
to 70 percent increase in revenues each year, while
AT&T's revenues will grow around 5 percent a year.
“Our share of the market will decline,” says Brown.

In the long run, industry experts all predict that there
will be, at most, no more than a handful of long-distance
companies transmitting voice traffic.

"The market can support four to six long-haul carri-
ers,” says LaBlanc, the telecommunications consultant.

“Unless you can put in your own facilities, you won't
be able to exist,” he says.

The most likely winners in the long-distance game ‘are
AT&T, MCI, and GTE/Sprint, most analysts say. “ITT,
SBS and Western Union don’t add up.to a hill of beans
in relation to MCI and GTE/Sprint,” says financial an-
alyst Chrust,

Chrust is particularly bullish about MCl, which plans

fo expand its network to every single local calling area by
1986, the only other long-distance company besides
AT&T planning to offer nationwide service.
- The ambitions of some of MCl's competitors are not
as grand. ITT’s Braverman does not plan to follow MCI's
strategy. “MCI is after the large residential market. We
are focusing on the medium-to-large-size business user,”
who will provide more revenues per customer.

je}



Local Service

On Jan. 1, AT&T's 22 local operating
companies will be spun off from the par-
ent and regrouped into seven new hold-
ing companies. And each of these new
entities, now freed from the Bell System,
no longer 'is content to be just a local
telephone company.

Untied from Ma Bell's apron strings, these regional

companies are eager to test their independence in a host
of new ventures, from business telephone equipment to
such diverse businesses as managing real estate, repairing
home computers and setting up cable televison networks.
They are aiming not just at their own regions, but at pos-
sible ventures all over the country.

" After being a traditional telephone company for more
than 100 years, the local firms might appear to be taking
a big risk to suddenly branch out into new areas. ac-
knowledges Sam Ginn, vice president of Pacific Telesis,
the holding company that will serve California. But, he
adds, “we finally decided it was the most risky aption” to
remain only a telephone company, because that is where
the revenues are the most vulnerable.

What concerns Ginn and other local telephone officials
is the growing inclination, particularly by large corpora-
tions, to utilize other technologies, such as microwave,
satellites or cable television wires, to bypass the local
telephone system and reduce their local phone bills.

That could cause local telephone company revenues to

- drop significantly. Thomas Gibbons, president of Ches-

apeake & Potomac Telephone Cos., says 2 percent of its
business customers—the largest companies—generate 50
percent of business telephone revenues. “Bypass is hap-
pening,” and it hurts, says Gibbons.
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A recent survey by the accounting firm of Touche
Ross & Co. showed that in many states over hall the
companies questioned said they planned at some point to
bypass the telephone network. In Ohio, 63 percent of the
respondents said they are using or are planning to use
technologies other than the local telephone service to
make intra-office and long-distance calls.

About 45 percent of the California companies sur-
veved say they are planning to bypass their local tele-
phone companies, which could support Pacific Telesis'
enthusiasm for diversification. PacTel wants to ring a
cable television network around Palo Alto and Silicon
Valley,

For Bell Atlantic, diversification could ultimately lead
1o data-processing and long-distance service as well as

nationwide equipment sales—all in competition with its
former parent, AT&T.

The new regional companies “will try almost every-
thing,” predicts Allan M. Stewart, the vice president of
marketing for GTE Corp. “In fact, they will try busi-
nesses that surprise us.”

But LaBlanc believes regional companies will have to
abandon many of their ambitious plans and stress im-
proved services for their telephone customers, such as
using telephone lines to read residential electric and gas
meters remotely or by participating in marketing, instal-
lation and billing for direct broadcast satellite systems.

Equipment

Not very long ago, & telephone was a
simple device that the phone company
brought to the house after you moved in.

Now, 2,000 firms are involved in man-
ufacturing, distributing or servicing a
mushrooming variety of telecommuni-
cations products, making it one of the hottest areas of
consumer electronics. According to AT&T's figures, the
retail market for new home phones has doubled each
vear since 1981. Tt will probably pass the $1 billion mark
this year and reach $1.8 billion next year. The business
market, already at $2.8 billion, is expected to grow to
nearly $4 billion next year and to more than $10 billion
by 1990, according to a marketing study by Frost & Sul-
livan.

This growing competition is expected to produce “the
most vicious price war ever seen in this country,” predicts
Edwin B. Spievack, president of the North American
Telephone Association, the trade group that represents
equipment manufacturers and distributors.

And while that may spell goodenews for consumers,
Spievack fears that the price war could do tremendous
damage to his industry: “There is going to be a lot of
money lost out there and a lot of companies aren’t going
to make it.”

As is the case with many other industries, equipment
firms are chasing the affluent “upscale” consumers, of-
fering a host of fancy gadgets such as automatic dialers,
call screening, conference calling and in-home intercoms,
which up to now have not been widely available to the
ordinary consumer.

Publicly, at least, few U.S. phone manufacturers say
they want any part of the cheap, “disposable” residential
phones now being sold. predicting a lot of consumer dis-
satisfaction with the quality of that equipment.

That opens the market even wider for foreign firms.
which have been fluoding the United States with imports.

For the first nine months of this year, imports of tele-
phone instruments climbed to 18.5 million, nearly nine
times the total in 1982. The bulk of these phones were
from the Far East, geared towards the residential mar-
ket, according to the international market research firm
of Stoll Gasman Inc.

While a few companies, including new entrant General
Electric Co., are counting on & big payoff from the con-
sumer market, most others are aiming at husiness equip-
ment, moving towards sophisticated products that tie
telephones ’into computers, word processors and other
office-of -the-future equipment.

AT&T is clearly gearing up its eguipment towards
that direction.

“We expect AT&T to make a major entry into the
data processing/office automation markets, with a prod-
uct line ranging trom teleterminals to personal computers
to minicomputers,” predicts Probe Research Inc. in its
new report, “The Future of the New AT&T.”

Analysts expect AT&T will make a major entry into
the data-processing market with the unveiling of a desk-
top personal computer early next year.

Among AT&T's strengths, Probe Research sa}s are its
semiconductor manufacturing capabilities. It is produc-
ing a state-of-the-art computer memory chip that can
store more than 256.000 bits of information—four times
the capacity of current chips.

Yet, Probe notes, AT&T will first have to overcome
some serious corporate weaknesses, including flabby mar
keting and an inflexible organizational structure that is
not known for prompt decision-making.

Dick Moley, vice president of marketing for an AT&T
competitor, Rolm Corp., says, “We’re not terrified by
them . . . I think we've all been underwhelmed.”

AT&T will hold on to Western Electric, its manufac-
turing arm, but Western will lose its best and biggest
customers when the local operating companies are spun
off. Formerly Western’s captive customers, these compa-
nies will be turning to AT&T's competitors to buy every-
thing from simple telephones to sophisticated electronic
gear to run their networks.

Largely because of that, financial analyst Bradford L.
Peery of Sutro & Co. expects that Western will reach
only half of its normal rate of profitability, or $430 mil-
lion, next year.

That makes divestiture “an excellant opportunity for
ITT,” says John W. Guilfoyle, president if ITT Telecom-
munications Corp.

It is similarly 2 .beon for GTE, TIE, Com- Dlal and
Northern Telecom, AT&T's major equipment rivals, who
are likely to be joined by new companies that will jump
at the opportunity created by divestiture, says Spievack.

Another big winner will be International Business Ma-
chines Corp. Many industry officials expect a bloody bat-
tie between IBM and AT&T, as each tries to enter the
other's market, and AT&T's chairman Brown seems to
be holding out an olive branch. “We aren’t at the heart of
each other’s business, and I don’t predict the demise of
either of us because of a competitive environment,” he
said in a recent mtemew “Theres plenty of business
here for both of us.”
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The New AT&T

And what of AT&T? Will divestiture
cripple what many regard as a keystone
of America's industrial foundation?

Its size will be drastically reduced
dJan. 1. Its $152 billion in assets before
divestiture—10 times the value of all

taxable commercial property in the District of Colum-
bia—will be valued at $34 billion after the breakup.

But AT&T will still be the nation’s fourth Jargest com-
pany, behind Exxon Corp., General Motors Corp. and
Mobil Oil Corp.

AT&T will lose one of its chief assets come Jan. 1
when it surrenders control of local telephone companies:
its direct link to 70 million households.

Even so, Western Electric will still give it the largest
manufacturing capacity in the telecommaunications indus-
try. AT&T also will retain Bell Laboratories with its $2
billion annual research budget.

Most significantly, AT&T wiil continue to dominate
the long-distance business, which will provide nearly two-
thirds of its revenues and account for the bulk of the
$2.1 billion in profits AT&T expects to record next year.

This deep current of cash will help finance AT&T's .

entry into data processing and other unregulated, noo-
telephone activities—ventures it has up to.now been
barred from entering under an earlier government agree-
ment. That agreement is lifted with divestiture.

“They have the critical mass to hang in there,” says
LaBlanc. Profits from long distance alone “will feed them
until Western Electric finds out how to [compete].”

Additionally, in an effort to recoup some of its lost rev-
enues, AT&T is making a big push to enter the intema-
tional telecommunications market. “Our intention is to be
a global market leader,” Brown said in a recent speech.

It will not be easy for the 107-year-old utility to
change its spots and become a competitive high-technol-
ogy telecommunications company.

“We’re not naive enough to say that this business is
going to be a piece of cake,” admits James Adams, & vice
president of the Western Electric’'s Consumer Products
division.

Being smaller may have important benefits, however.
“For AT&T, being too big meant that all of its elements
had to sign on to individual strategies {and] programs, a
process that killed many projects of reasonable merit,”
notes Ivan L. Wolff at Donaldson, Lufkin & Jenrette.

Even so, adjusting to its new size and the new compet-

itive, unregulated arena will require.a difficult adjustment.-

“In the short term, they've got some problems,” says
John Bain, a first vice president and telecommunications
analyst at Lehman Brothers Kuhn Loeb Inc. “For the
past 70 years, they sat down and decided what would be
offered to the public. Now they are at the point where
. . . the customers and not the company are making the
decisions.”

Yet, Bain adds, few companies have such dramatic
technological advantages in the new telecommunications
world. “They will be big, they will be. good and they will
be making money. But they will never be a 100 percent
monopoly supplier of anything again.”

Having fought long and vigorously against divestiture,
AT&T officials say they eagerly await the new era of
competition.

“It wasn’t our idea,” says Brovm. “But we're going to
do the best we can to make it work.”

Next: The telephone of the future.
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Technology Changing How We Communicaie

By Michael Schrage
Washinglor Post Stalf Writer

Roughly 2 billion times every day, people all
over the world pick up a telephone at home or
at work and give someone a call. Randomly
sample those calls and chances are you'll hear,
in a diversity of languages, the bits and pieces
of people’s lives.

In the telephone network of the future, the
few human operators left won't hear many
voices on the line. '

Conversation will be transformed by comput.-
ers into bits of numbers that pulse through
wires and off satellites, squeezed in with music,
pictures and virtually any other form of infor-
mation and intelligence you can imagine, The

telephone network is becoming the highwgy of
» the information age.

And in the process, the way people commu-

nicate, seek information and obtain intelligence

TUrRMOILOVER
TELEPHONES

CONCLUSION

will be radically altered. )

“An old-time operator patching into a line
would hear voices,” says Robert Lucky, execu--
tive director of communications sciences re-
search at American Telephone & Telegraph

Co.'s Bell Labs. “Now, there's data and music
and graphics. There's more of real life flowing
by in more and more quantities. There's more
of the essence of life.”

The shape of the future is evident in the Bell
System network of today, which already haes to
transmit much more than voice conversations.
Phone lines today carry high-quality television
pictures and the electrical impulses necessa to
make remote electrocardiogram heart diag. osis
possible. High fidelity music, text, animation,
sensory data, light, color, remote control com-
mands, information from computerized ¢ata
bases, communications between personal ¢>m-
puters, video games, music videos, the n.ws,

See BELL, A18, Col. 1
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facsimile copies of documents, numbers, instructions and
money all circulate through the network as disembodied
bits of information.

“Today, you think of the network as something far
reaching out and touching someone verbally,” says
Lucky. “I'd like to think it's becoming something that
puts you in touch with a larger intelligence. Whether
human intelligence—singly or in groups—or computer
intelligence. What we're talking about here is accessing
intelligence.”

This technology revolution was a vital source of pressure
leading up to the court-ordered breakup of the Bell System
on Jan. 1. The breakup, which permits Bell's former tele-
phone companies to buy from any equipment supplier they
choose and encourages consumers to do the same, is certain
to lead to even faster technological change.

The telephone itself will soon be something far more
powerful and expressive than it now is, as today’s divid-
ing line between computers and telephones disappears
and the two instruments become one.

The bumper crop of “smart” telephones that fill the
counters of phone stores and the pages of mail order cat-
alogues are a crude forerunner of what lies ahead.

“The feature content of the telephone will dramatically
expand,” says Allan M. Stewart, a vice president of GTE
Corp. Before 1990, phones with memory to store tele-
phone numbers and dial them automatically; portab[e
phones; home phones with features now reserved for busi-
nesses, such as intercom and conference calling, will cost
no more than the basic telephone today, says Stewart.

Smart Phones Act Like Computers

Bit by bit, the telephones of today are

becoming digital dinosaurs. Just as the
A Touch-Tone surpassed the rotary dial
phone, new technology will make the

Touch-Tone beeps obsolete. )

“Soon, you won't be dialing anything,”
asserts Sol Buchsbaum, an executive vice pmident.of
Bell Labs. “You'li be talking to your terminal and telling
it what to do. That'll be no problem in 10 years.”

Buchsbaum says he “will be disappointed if we (hn_'t
have a phone with a voice-recognition chip in it within
five years.” )

No doubt, future phones will have a speech synthesis
chip to go along with the recognition chip so that they
can actually tell if you're asking for a wrong number.
Perhaps it will speak in a voice or accent you fmd pleas-
ant. The point is that it will be a home appliance that
transforms people’s expectations of what technology can
do for them. '

The telephone of the future will also be a computer. It
will be as programmable as any state-of-the-art personal
computer. In fact, if you're phone isn't also a persongl
computer, the chances are your personal computer will
also be a phone. i

“We will make telephones more intelhgent'." says
Lucky. “The phone is going to look like everything you
can possibly imagine. But maybe we're stuck on the wo’rd
‘telephone’ because that's not what it will be wh.en we're
through with it. Maybe we need another word, like ‘tele-
terminal.’ "

By the turn of the century.” asserts one Stanford Uni-
versity computer scientist, “there will be telephones that
are smarter than the people using them.”

That's a technocratic vision of the future, but it re-
veals just how strongly some people believe that the tech-
nology of communications will help reshape the world.

“If you recognize what's going on,” says Michael Tyler,
chairman of CSP International, an international telecom-
munications consulting firm, “you’ll know that we are in
the information age.”

By 1992, according to cne IBM estimate, the global -

demand for information technology products and services
will exceed $1.4 trillion, making it the fastest growing
industry in the world.

The core of that global growth will be telecommunica-
tions. Wire, cable, satellite and virtually every band of the
frequency spectrum will be exploited to carry the data of
the information age. “Telecommunications is the leading
area of infrastructure in the world today,” says Tyler of
CSP. “Telecommunicaticns technology is as fundamental
to the information age as the automobile and the highway
system have been to us over the past fifty years.”

Two mutually reinforcing trends are driving this rede-
finition of information and the networks that carry it, ac-
cording to IBM’s Stephan H. Haeckel, director of Ad-
vanced Market Development for IBM. “The first trend,” he
says, is “the rapidly falling cost of technology.”

The introduction of the microprocessor a decade ago
and the phenomenal cost-efficiencies of mass produced
silicon chips has made computer intelligence cheaper
than ever before.

“There will be more microprocessors made than Mc-
Donald’s sells hamburgers in 1986," said Bell Labs sci-
entist Arno Penzias, who won a Nobel for physics in
1978,

Computer intelligence isn’t the only thing getting
cheaper. The cost of transmission also is declining be-
cause of technological breakthroughs in satellite and mi-
crowave communications, as well as in optical fibers,
which carry information in the form of laser-light im-
puises. These new technologies allow people to create
their own private telecommunications networks that can
alternately bypass or complement the mammoth national
telecommunications network of AT&T. As the “threshold
of affordability” declines, says Haeckel, new uses for the
technologies are more easily justified.

The second trend is subtler but equally important. It
is the rate at which all the disparate forms of informa-
tion—text, image and data—are becoming “digitized,”
says Haeckel. That is, all these different kinds of infor-
mation can be broken into the binary number combina-
tions of ones and zeros that computers are particularly
adept at processing. Even the human voice can be split
into little digitized packets representing sound and piped
down wires or bounced off a satellite in the same way
that ordinary data are.



This shift in the information flowing through telephones
and computers and television screens is doing something
critical: it is changing consumers’ expectations of what in-
formation is and what information technology can do.

“One of the big questions about divestiture is how it
will affect the average American who is not technically
inclined,” says Bell Labs' Buchsbaum. “How is the tech-
nology going to bring synergism to the separate technol-
ogies in the home?”

The blend of low-cost and digital communications
means that formerly incompatible technologies can now
talk with one another. It means that your teleterminal
could soon become the communications hub of the
house—interconnecting appliances, thermostat and all
the computers in the home into a little network of its
own. You should be able to call up your home and tell
your teleterminal to start defrosting the refrigerator.

It means your teleterminal, in its phone guise, should be
able to store phone numbers, make calls and serve as a
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The telephone network of the future: With the spread of
home computers ond computerized telephones in the
rext few years, the telephone network will carry not
only voices, but pictures, data, financial information cnd
every other conceivable form of information. “intelligen?
phone switches” using computer technology permit the

conversion of sounds and pictures into coded numbers
that con be unscrambled at the other end of the line
and recreated in the same or different forms. Thus o
person could “'speak’’ to a home computer over a tele-
shone connection, instructing it to turn on the lights or

control home appliances. By Gall McCrory—The Washington Post
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computerized “switch” that lets you transfer calls to other
lines. It can serve as an electronic mailbox that sends text
messages to other teleterminals on the network. You. may
have access to “bank at home” service and see “shop at
home” catalogues on the teleterminal screen and place your
order electronically to the company’s computer.

Computer data banks will proliferate to the point where
your teleterminal can retrieve useful nuggets of informa-
tion—such as stock quotes or the betting line on Sunday’s
game—or actual computer programs that you would “off-
load” into the memory of your teleterminal for later use.

You or your children might choose to play video
games against other people or other machines on the net-
work, not always knowing with whom or with what you
are playing.

The teleterminal may also come in portable form. It
may fit into a pocket or travel along in a car and use

cellular radio technology to link to voice and data net- -

works, The market will take the teleterminal to whatever
shapes and sizes and functions that sell.

Fundamentally, though, it means that you can com-
municate with people in ways other than just the sound
of your voice. All manner of information—from pictures
to text to voice to perhaps even tactile sensations—all
can be captured by digital transmission.

You can “touch a pool of people in different ways,”
says Bell's Lucky. “You can do the equivalent of writing
graffiti or sending junk mail or just browsing through all
the messages on the system. It’s something new.”

Technology vs. Regulation

Successful new technologies always af-
fect society. The difficulty with the tech-
nology of the information age is that it
has constantly warred with public policy.
Technical innovations were hamstrung by
the regulatory structure and AT&T’s
monopolistic structure. Many experts argue that it was
"the advance of technology, much more than free market
ideology, that thrust the Bell System into the regulatory
and legal whirlpools that ultimately shattered it.

The irony, perhaps, is that Bell's technical brilliance
may have sown the seeds of its own destruction. For ex-
ample, in the 1950s, Bell Labs created the semiconductor
technology that made silicon chip computers both pos-
sible and practical. Increasingly, the phone lines were
used to permit computers to exchange data. Bell began
offering special services to its computer users and grad-
ually sought to enter the computer business itself.

In the 1960s, the mix of communicating computers
and computing communications equipment had backed
the Federal Communications Commission into a nasty
problem of semantics. Technology had made a Mobius
strip of communications and computations—one ran into
the other and back again. Drawing a clean regulatory line
Letwnon the two had become virtually impossible.

For example, create a phone that has a built-in pocket
calculator, a useful device when talking with accountants,
bankers and bill-collectors. You could keep tabs on the
numbers as they came up in conversation. Suppose your
calculator could pipe its calculations down the phone lines
and into the calculator of the person you're chatting with.
That calculator, in turn, runs your numbers through a
little program and then sends the new-and-improved num-
bers back. You fiddie with them until vou're satisfied,
check them by voice, make small talk and hang up.

Is that pocket-calculator-phone a telephone, a comput-
er terminal or a computer? If it's all three, when is it
which device?

Could it follow from this that the FCC should regulate
the calculator—and, by extension, the computer industry?

In 1970, the FCC thought that might be the case and
launched what it called a “computer inquiry” to find out.

The flip side of that question proved equally trouble-
some. If the technologies of communications and com-
putations were converging, why shouldn’t Bell offer com-
puter peripherals and data processing services in the
marketplace? Bell might have cheerfully gone into those
new businesses, but a 1956 Justice Department antitrust
consent decree prohibited it from cffering any unregu-
lated products and services. That meant that if Bell
wanted to sell computers, those sales would have to be
regulated by the FCC. But if Bell’s computers could be
regulated, why shouldn't IBM's?

To further confuse the situation, new technologies
prompted challenges to Bell's traditional monopoly pre-
serve. Satellites and microwave distribution—technolo-
gies not imagined by the framers of the 1934 Commu-
nications Act—shifted the economics of long-distance
communications away from the monopolist structure and
to the entrepreneur.

Moreover, other companies wanted to link their com-
munications products to Bell. The phone company re-
sponded the way an organism's immunological system
responds to unwanted bacteria—with rejection.

In 1968, the Carterfone company sued Bell for the
right to attach its product to the network. Bell argued
that it was responsible for protecting the network's per-
formance and that it alone could determine what “foreign
attachments,” if any, could be hooked into the lines.
Bell's position was uitimately rejected by both the fed-
eral courts and the FCC, and the rulings helped accel-
erate the network’s shift from simply carrying voice to
carrying an array of information.

Thoee battles underscored the belief held by many in
the technology industries that Bell was trapped into
being a telephone utility rather than an information util-
ity, and innovation suffered as a result.

“One hundred years after the invention of electricity,
there was a vibrant and diverse appliances industry in
this country,” says Robert E. LaBlanc, a telecommuni-
cations consultant and former vice chaiman of Continen-
tal Telecom Inc. “One hundred years after the invention
of the telephone, only 50 percent of the households in
the Bell System have more than one phone.
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“If a monopoly like Bell had run the appliance indus-
try, you'd now have something like a couple of lightbulbs
in your house, each with a thick cast-iron chandelier that
will never, ever break and with a filament that would
never burn out.

With the arrival of affordable “smart” phones, “we’re
going to see a very vibrant market in customer premises
equipment after divestiture,” said LaBlanc.

“T ook at divestiture as a good thing for us,” says Bell
Labs’s Buchsbaum. “For the very first time, our scientists
and engineers are truly free to follow our technologies
where they may lead us. It opens vistas we never had
before.”

“It means a whole new series of opportunities for the
entrepreneur,” says William von Meister, a co-founder of
The Source, a personal computer network now owned by
Reader's Digest that makes financial information, news,
games and other services available for its customers. Yon
Meister also is chairman of Control Video qup., a tiny,
year-old company that wants to distribute video games
and computer software over phone lines and into home
computers. “I'm very excited by [divestiture]. The per-
sonal computer software market may be $32 billion by

1992—and half of that might be capturable by our kind
of ‘down-line’ distribution.”

That kind of opportunity, says von Meister, simply
might not be there if entrepreneurs or even larger, well-
established companies, had to deal with an AT&T mo-

nopoly extending from long-distance service to local tele-
phone aquipment.

Cracking that monopoly may be the incentive necessary
to produce a cornucopia of technological products and ser-
vices for the information age. Yet that means it will be the
market and consumer demand, not public service, that will
be the foundation of the information age. It means the big-
gest and mos! intensive users of telecommunications ser-
vices will reap the lion's share of benefits. .

That represents a fundamental shift in public policy,
away from the historic goal of promoting “universal ac-
cess” to basic telecommunications services.

Will Society Be Divided?

Because of this new emphasis on eco-
nomics rather than setvice, telecommun.
A&y ications quality could vary from region to
‘ region. Some operating companies may
prove more adept at introducing the new
technologies and services than others.

With the industry now driven by the profit motive,
many observers believe that there will be a society split
between the “information rich” and the “information
poor,” with the line between the two drawn by price.

“There’s no question that there will be a differential
between people,” says John Legates, managing director of
Harvard University’s Program on Information Resources
Policy. “What isn’t clear to us is whether being informa-
tion rich or information poor is any more significant than
any of the other discriminants.”

However, others believe that the difference will be as
significant as those who are or are not functionally lit-
erate in society. If information is the stuff of the infor-
mation age, they say, then the people and companies
who can’t afford easy access are at a competitive disad-
vantage that may prove insurmountable.

The problem assumes global proportions. In “The Geo-
politics of Information,” media observer Anthony Smith
points out that the Third World countries lag far behind
the industrialized world in both telecommunications and
computers. Indeed, most Third World countries do not
even have an adequate telecommunications infrastructure
and are thus unable to take advantage of the benefits a
more advanced communications system can provide. As
the rest of the industrialized world comes to rely on infor-
mation technology for improved efficiencies, says Smith,
the gap between the rich and poor nations widens.

“Technology advances are by nature international,” says
Harvard’s Legates. “Everyone will be subject to the same
market demands. It's simply a matter of time.”

Technology has forced a massive reevaluation of laws
and policies governing telecommunications not just in the
United States but in virtually every industrialized country.
West Germany, England, France and Japan all are in the
throes of creating new structures for their telecommunica-
tions industries.

“The underlying phenomena are global phenomena—
new technologies,” says Legates, “and what we're seeing are
different national approaches to it. In this country, it was
divestiture.”

Clearly, though, there is no stopping technology. Reg-
ulation or no, innovation continues.

“Nobody in college told me that my real world would
change exponentially every few years,” says Bell Labs'
Lucky. “You never really leam to live with it—it would be
nice to take a break. )

“You know, when I came to Bell in 1961, we had a dif-
ferent vision of the future. We were working on the Pic-
turephone and that kind of Buck Rogers stuff. Instead of
the "world of pictures, we're going to get the information
age.
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ime is running out for the largest

company on earth, Ending tooisa

long era of inexpensive phone ser-

vice that Americans have taken
for granted. But just on the horizon, her-
alding its arrival with the attention-get-
ting power of a jillion jangling telephones,
is a revolution in telecommunications.
Propelied by both marketing and technol-
ogy, the coming changes will rank second
in importance only to the establishment of
the U.S. telephone system itself, acknowl-
edged as the world’s best.

It all starts happening on New Year’s
Day, just six weeks from now. Under the
banner of promoting competition in the
U.S. phone service, American Telephone
& Telegraph, the Bell System, will die at
age 107, shattered in the largest court-
mandated breakup of a company since the
split-up of Standard Oilin 1911. In place of
the old Ma Bell will stand the “new”
AT&T and seven regional telephone
holding companies, all beginning life as gi-
ants and carrying such unfamiliar names
as Nynex, Ameritech, US West and Pacif-
ic Telesis. The eight new companies will
immediately join the ranks of the 50 larg-
est U.S. corporations in terms of assets.

The breakup of giant A T & T sets the stage for a telecommunications upheaval

The breakup will affect all of Ameri-
ca’s millions of phone users in ways large
and small. Instead of receiving a single
monthly bill for phone service, for exam-
ple, consumers may now get three or more:
one for local service, another from one of
AT&T’s proliferating competitors for
long-distance tolls,and one from AT& T
Information Systems for the lease of the
telephone. Many people %ho previously
rented their phones, though, may now buy
them outright. Next week AT& T will
launch the biggest private direct-mail op-
eration in history. It will send brochures to
70 million customers telling them that un-
der divestiture it will be taking over own-
ership of their telephone equipment. Con-
sumers currently renting phones will be
given options to buy them, continue leas-
ing them, or purchase new equipment
from A T& T or from non-Bell suppliers
like Uniden or GTE.

For the moment the clearest thing
about the breakup of A T & T is the confu-
gion. As recently as last week, it was un-
clear, for instance, whether local phone
companies had the right to offer phone
services like weather and time of day after
Jan. 1. The gigantic physical task of divvy-

ing the Bell System’s assets among the new
parts, from whole telephone exchanges
down to trucks, repair equipment, paper
clips and brooms, is still going on. Though
phone service has not been hampered,
companies trying to do business with Bell
report that they sometimes have trouble
finding out who is in charge of an office
or division.

Much of the American public seems
bewildered about the breakup. Polls show
that only one in five people knows what is
about to happen to their phone system.
Says Cecil Woods, 33, a Chicago mainte-
nance worker: “I think it’s supposed tobea
good thing for everybody, but I don't quite
understand how. I just hope something
good comes of it, and I think it will.”

Even among those who are aware that
something big is on the way, there is
gnawing concern that telephone service
will suffer. Says Yale Professor Stephen
Ross, an expert on telecommunications:
“We may be trading in a Cadillac for a
Ford.” Frets Senator Barry Goldwater,
normally a fan of freer markets and
less government regulation: “We're go-
ing to be sorry that we tampered with a
system that was functioning well. I wish
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this divestiture had never happen
Consumers seem apprehensive—and
concerned. Colleen Todd, 32, a writer fora
Tulsa ad agency, says, “Ideally, I think
breaking up the monopoly was the thing to
do. But realistically, I'm not sure it was the
thing to do. I don’t think it’s necessarily a
bargain for the consumer.” Says Wilbur E.
McCoy, 42, a machinist from Akron:
“From what I hear, it’s going to cost me
more money for them to break up 2 mo-
nopoly. To tell you the truth, I never

mmsmo«wmw

looked at AT & T as a monopoly, but 1
guess that’s what it is.” Worries Dorothea
White, 86, a widow living alone in Los An-
geles: “I think it’ll make my phone bills go
up. Idon’t really see why they had to break
it up. It was a good system, and it seemed
to be working.”

Those concerns about higher phone
bills have been heard by vote-sensitive
Washington politicians, who are rushing
in with legislation to keep prices down.
Last week, despite heavy opposition from
A T & T’s lobbyists and the Reagan Ad-
ministration, the House passed decisively
a proposal to ban a surcharge on local
phone bills that was to be part of an overall
restructuring of phone prices.

To Wall Streeters and communica-
tions-industry executives, the breakup
presents countless questions and, particu-
larly for stockbrokers, the opportunity to
make a great deal of mopey. Will the new
parts of AT & T be equal to the whole?
How well will the new companies adjust to
the world of competition after decades of
guaranteed prices and government regula-
tion? Will the corporate culture of the old
Bell System, with its emphasis on service,
be lost or weakened?

A T &T and its seven new sisters will
begin answering some of the questions this
week, when they file stock-registration
statements with the Securities and Ex-
change Commission, along with volumes
of financial projections as big as Manhat-
tan phone books. What investors think of
the new companies’ prospects will start be-
coming clear later this month, when some-
thmg like 655 million shares of seven hold-
ing companies begin showing up on the
New York Stock Exchange. They will be
offered on a “when issued” basis, meaning
they will be traded as if they already exist-

ed, even though the stock certificates will
not be delivered until mid-February.

A total of 3.2 million individuals and
organizations own shares in AT& T, the
paradigmatic “widows and orphans” in-
vestment, making it the most widely held
security in the world. People now holding
AT&T stock will keep those shares,
which will automatically be equity in the
new AT &T. And for every ten of those
shares, they will receive one share in each
of the seven regional companies. Investors
with fewer than ten shares will receive
cash for their partial holding.

cost $2 million. Distributing them

and dealing with other transfer de-

tails of the new issue require an
A T&T staff of 1,400, housed in a three-
story building in Jacksonville. Individual
investors with ten to 499 shares will be able
to swap stock ownership among the seven
new regional companies through AT& T
at a cost of 25¢ per share until mid-April.

But there will also be plenty of trading
on Wall Street. The New York Stock Ex-
change is adding a computer to the three it
already uses just to keep up with an antici-
pated 15 million-share-a-day increase in
trading volume.

What should an A T & T investor'do?
Buy, sell or hold? Experienced Wall
Streeters advise: do nothing immediately,
just wait for the chaos to subside. Once it
does, investors could begin trading out of
one holding company and into another or
concentrate their investment in the new
AT&T. Merrill Lynch, Dean Witter and
several other brokerages have set up mutu-
al or trust funds made up of stocks from all
the new companies. The accounts, called
Humpty Dumptys, in effect put AT&T

J ust printing the new stock certificates

21

61



ATST SELL LABORATOR €3

-

A robot arn helng tested at Westem Electric

Wonder wice: a strand of glass fiber, here ilkaminated by laser, can carry voices on light waves

back together again for an investor.

The American phone network and the
AT & T divestiture are collections of su-
perlatives. After all, the Bell System has
spread telephones just about everywhere
imaginable in America, from the bottom
of the Grand Canyon to the 106th fioor of
New York City’s World Trade Center.
Americans make more than 800 million
phone calls a day and have twice as many
telephones (183 million) as home toilets
(87 million).

The breakup of AT & T has so many

even pretend to understand it thoroughly.
Wall Street firms have held dozens of in-
vestor seminars on the divestiture, all run
by veteran staffers bristling with law de-
grees and M.B.A s. But at one session last
month, “I don’t know” was a tellingly fre-
quent response from, among others, panel-
ist Alfred Kahn, chairman of the Civil
Aecronautics Board under Jimmy Carter.
An expert on the telephone industry,
Kahn presided over the deregulation of
U.S. airlines in the late 1970s and isnow a
professor of political economy at Cornell.
Says Ulric Weil, telecommunications ana-
lyst for investment bank Morgan Stanley:
“No honest observer can claim to know
where this is all going.” Agrees Peter J.
Jadrosich, a vice president of Paine Web-
ber Jackson & Curtis: “We believe histori-
cal performance may be nearly irrelevant
to predicting future success.”

History, in the case of the Bell System,
goes back more than a century, to March
10, 1876. That was the day Alexander
Graham Bell, 29, sent his booming voice
over a wire to an assistant: “Mr. Wat-
son—come here—I want to see you.”
Bell’s patent, which was actually filed be-
fore he built a working telephone, made

possible ramifications that few people

possible the construction of the American
phone network.

It was Theodore N. Vail, though, who
invented the Bell System. Brilliant,
sweeping, subtle, an organizing genius
with uncanny foresight, Vail was boss
from 1878 to 1887, during which time he
put together all the pieces of the modern
goliath. He built up an engineering de-
partment to develop new phone technol-
ogy, and a manufacturing department to
build telephone equipment. All the while
he systematically sought to exclude non-
Bell phone companies from his network.
But Vail feit thwarted by Boston finan-
ciers more interested in fast profits than
his far-reaching ideas, and so he quit at 42
and went into retirement.

ers summoned Vail back to save

AT&T from financial ruin. The

company was a mes8. The original
Bell patents had expired. Populists were
attacking the firm over rates, and farmers
were organizing their own telephone com-
panies. The system was becoming techni-
cally obsolete; independents offered dial
phones before Bell. Within a decade, Vail
had transformed AT & T into a commu-
nications power. By the time he died in
1920, he had set the foundation for vigor-
ous growth. Indeed, AT & T by 1929 was
the first corporation to generate annual
revenues of more than $1 billion.

In a series of famous essays, Vail put
forth the idea that fatter profits are not
the be-all and end-all of a corporation.
Service counts more, he wrote, and the
Bell System could deliver it best by being
a regulated monopoly that struck a bal-
ance between public and private interests.
In a 1908 advertising campaign, Vail

I n 1907, after a 20-year absence, bank-

sounded the theme that prevailed until
the current divestiture: “One system, one
policy, universal service.”

Monopoly, to Vail, meant that
AT&T would have US. telephone ser-
vice mostly to itself, in exchange for sub-
mitting its rates to federal and state regu-
latory authorities for approval. Non-Bell
phone companies, which handled about
half the phones in the U.S. at that time,
did not like that idea. Neither did the
Federal Government. It questioned Bell
at every turn. As far back as 1913, when
European phone systems were being na-
tionalized, the Postmaster General advo-
cated Government ownership of the
phone system. But a privately controlled
monopoly seemed to be the most efficient
way to run a national phone system, and
Vail’s concept won out.

AT & T's quasi-monopoly, however,
was always an uncomfortable arrange-
ment. The company wanted to get into re-
lated fields like computers when they be-
gan developing; other firms were eager to
enter the phone business; and the Govern-
ment was worried by the size and power of
the telephone giant. In a far-reaching de-
cision, the FCC in 1968 allowed a Texas
firm to sell a device called a Carterfone,
which connected mobile radiosto AT & T
lines. It was the first time any non-Bell
product had ever won the right to be wired
into the Bell System and was the first elec-
tronic breach in the monopoly.

One by one, other bars to competition
began to fall. By the end of .he 1960s cer-
tain forms of long-distance telecommuni-
cations other than Bell’s were approved
by the FCC. Still, Bell supplied 79.5% of
U.S. telephone service. That was too
much, said antitrust enthusiasts. On Nov.
20, 1974, the Justice Department filed a
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suit to break off Western Electric, the
telephone company’s manufacturing dm—
sion, from therestof AT&T.

The Justice Department’s smt
dragged on endlessly in court like the
Jarndyce and Jarndyce case in Dickens’
Bleak House. The first judge in the case
died and was replaced in 1978 by Judge
Harold Greene, a refugee from Nazi Ger-
many who had helped draw up the Civil
Rights Act of 1964 while working in the
Justice Department. Greene conducted
more than 18 months of hearings, pretrial
discovery and major filings by the parties.
Not until January 1981 did the trial begin.

By then, the feeling was growing
among officials of both AT& T and the
Government that the time had come to
settle the case. AT & T wanted to catch
up with the communications revolution
that was increasingly blurring the lines
between computers and telephones, but it
was unable to get into that business be-
cause of its status as a regulated monopo-
ly. Competitors were itching to get closer
to phone users, but A T & T's monopoly
kept them from doing much more than
chipping away at that market. The new
Reagan Administration wanted to settle
the longstanding case. In a stunning move
on Jan. 8, 1982, the Justice Department
and A T & T struck a deal to break up the
Bell System.

Greene did not immediately accept
their deal. Meticulously, he read 8,000
pages of comments and interviewed 600
witnesses. Among those who spoke out in
opposition to the breakup was Defense
Secretary Caspar Weinberger, who said
that dealing with an array of companies
could threaten national defense and drive
up communications costs. Greene also re-
viewed 25,000 pages of trial transcripts.

Many months passed, with Greene rais-
ing objections along the way, continually
shaping and modifying the parts that
were now to be independent. In August
1983, Greene gave final approvsl to the
divestiture agreement.

hether the company was guilty
of antitrust-law violations has
never been proved, although

some suits by competitors
have yet to be resolved. Some Wall
Streeters think A T & T gave in too easily
and in fact could have struck some sort of
compromise short of total breakup. But all
that is now academic. As A T & T Chair-
man Charles Brown says of divestiture:
“The ship has left the dock.”

The A T & T vessel that is liting an-
chor has $155 billion in assets. It is bigger
than GM, Mobil and Exxon combined.
With nearly a million employees, it is the
second largest employer in America, bs-
hind only the U.S. Government. its ainu-
al spending of $17 billion equals about 4%
of ail US. capital investment. Its Bell
Laboratories, incubator of the transistor,
the laser and Direct Distance Dialing, is
the world’s foremost industrial research
organization. Western Electric makes
80% of all the telephone equipment used
in America, including most of AT& T’s
827 million miles of copper wire.

After Jan. 1, each of the eight brob-
dingnagian pieces of the old AT & T will
sell conventional regulated telephone
services but will also be free to venture
into certain nonregulated communica-
tions fields. The parts:

The “new” AT & T. With about $35 bil-
lion in assets, it will be far smaller than
the old A T & T. Yet the firm wili still be
as big as Mobil, and twice as large as

GTE, its nearest competitor. Moreover, it
will be a powerhouse of money, research
talent and manufacturing muscle. Bell
Labs and Western Electric will remain
paris of the new entity.

To the average citizen, the most fa-
miliar part of the shrunken firm will
be A T & T Communications. Essentially
Bell’s former Long Lines Division, it will
provide long-distance service as well as
the familiar WATS (*Vide Area Telephone
Service) lines and 800 Area Code calling.
These will account for more than half
the new company’s revenues, perhaps $35§
billion.

But more jazzy things are in store, as
seen in some of A T & T’s sci-fi television
ads. Those stress the more glamorous un-
regulated activities of information systems
for business—sarvices like teleconferenc-
ing and data processing. In those areas
AT & T now will be free to square off with
IBM, Burroughs and Honeywell.

At its Western Electric facilities,
AT&T will make telephone equipment
for sale to consumers and all kinds of exot-
ic electronic whizmos like powerful mem-
ory chips for computers. Through AT & T
International, the company has already
struck a deal with N.V. Philips’ Gloeilam-
penfabrieken of The Netherlands to
sell switching equipment throughout.the
world. Says Gerrit Jeelof, head of Philips’
Telecommunications Division: “It was a
natural marriage between two of the most
desirable partners in the world.” The new
subsidary will pit AT & T against GTE
and ITT in the European market, which it
abandoned in 1925 to concentrate on the
U.S. telephone system. A T & T and Phil-
ips could pry open an unusually tough
market long closed to outside suppliers
because of dominance by state-owned
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manufacturing telephones or certain
kinds of information processing. Some
have chosen to us¢ the Bell name and
logo, a privilege that Greene denied the
parent AT& T, while others have at-
tempted to get away from the dowdy im-
age of the "telephone company.”

he new Bell companies: Nynex of
I New York City will cover New

post, telephone and telegraph services.

Regional holding companies. The 22 lo-
cal Bell telephone operating companies
will continue much as before, collecting
revenues from Yellow Pages (around $3.6
billion at present). mailing bills to cus-
tomers under the familiar names of Mich-
igan Bell, New York Telephone, or what-
ever, and providing phone service in all
states except Alaska and Hawaii, which
have independent firms. But the 22 will be
stitched together into huge new holding
companies that are roughly equal in num-
bers of telephones and potential revenues,
The holding companies, with small staffs
at the top, will be free to tread where no
phone company has ever gone, into al-
most any nonregulated business, except

ana, Mississippi and Tennessee; Ameri-
tech of Chicago will reach the heartland
states of Indiana, Michigan, Illinois, Ohio
and Wisconsin; Southwestern Bell of St.
Louis will join Arkansas, Kansas, Texas,
Missouriand Oklahoma; U S West of Den-
ver will cover the largest geographical
area, 14 states in the Midwest, Rocky
Mountains and Northwest; and Pacific
Telesis of San Francisco will oversee Cali-
fornia and Nevada.

Who got the choicest cuts in the carv-
ing up of the Bell System is a matter of in-
tense debate among industry analysts.
Some feel that AT & T walked off with
what was really important in the network,
leaving only one-third of the revenue-gen-
erating capability to the operating compa-

York and parts of six New Eng-

land states; Bell Atlantic of Phila-
delphia will serve New Jersey, Pennsylva-
nia, Delaware, Maryland, Virginia, West
Virginia and the District of Columbia;
BeliSouth of Atlanta will have customers
in Georgia, North Carolina, South Caroli-
na, Florida, Alabama, Kentucky, Louisi-

“Hi, I'm Charlie Brown”

T he decision was the most difficult Charles Lee Brown had
everconfronted duringa 37-year career with thetelephone
company. Yeton the night the A T & T chairman made up his
mind not to fight the Justice Department’s plan to break up the
Bell System, he squelched all second thoughts and slept sound-
ly. “IfI worried after a decision,” he says, “I'd be a basket case,
and I don’t do that.” Armed with such self-assurance, Brown,
62, has for nearly two years calmly dealt

bachelor’s degree in electrical engineering at the University
of Virginia, Brown worked two summers as an AT&T
ditchdigger and cable layer, making $13 a week. After join-
ing the Navy during World War II and serving as a radio-
man in the Pacific Fleet, he became an equipment mainte-
nance man for A T & T in Hartford, Conn., in 1946.
Showing more versatility than flash, Brown climbed up
A T&Ts corporate telephone poie step by step, going
through 23 jobs in nine cities. He became president of Ilinois
Bell Telephone in 1969 and earned a placein AT & T lore
_oaviostmicx by making service calls during a repair-

with criticism, fears and confusion
among customers, employees, share-
holders and Congressmen while presid-
ing over the most extensive reorganiza-
tion in US. corporate history. Says
Belton Johnson, a Texas ranch owner
and a director of AT&T: “Charlie
Brown’s done an amazing job. Nobody
could have done it better.”

A graceful, gray-haired man with
an easygoing smile, Brown is as unpre-
tentious as a telephone repairman, per-
haps because he has fixed a few phones
in his time. “Hi, I'm Charlie Brown,”
he introduces himself. Throughout all
the congressional hearings, bargaining
sessions with the Government and
marathon staff meetings surrounding
the divestiture, he has kept a self-effac-

men’s strike. After becoming chief fi-
nancial officer of the parent company,
he developed innovative ways to reduce
A T & T’s debt. As president, he began
pushing AT&T forward rapidly in
such advanced fields as fiber optics and
electronic voice recognition.

In 1979 he became chairman, suc-
ceeding the colorful and quotable John
deButts, who was a company spokes-
man in A T & T commercials. Brown'’s
image has been bland by comparison.
While respected for his intelligence and
technical expertise, he has never been a
great communicator. His speeches to
groups of employees or Wall Street ana-
lysts can have a narcotic effect. Asked
to explain his formula for success, he
admits that “it isn’t my charisma.”

ing sense of humor. On one arduous
day, an employee accidentally trod on
Brown’s foot in an elevator at A T & T's Manhattan head-
quarters. “Oh, that’s 0.K.,” Brown said. “Everybody’s step-
ping on me nowadays.”

Brown admits that his deal with the Government was a
retreat from A T& T's longtime resistance to a breakup.
“Divestiture was not our idea,” he says, “and we think it is

wrong from the standpoint of the country’s interests.” But

the alternative seemed bleaker: “Time was not on our side.
The Government'’s determination to restructure the Bell Sys-
tem would have gone on for years, draining our energy and
preventing us from planning our own future.” Rather than
cling to the past, Brown was eager to get on with the “excit-
ing” task of building thenew AT & T.

‘wven so, the breakup is almost like & divorce in the fam-
ily for Brown. A native of Richmond, he is a Bell brat. His
mother had been a Bell operator before getting married, qnd
his father spent 37 years with the company, eventually gismg
to district traffic manager in Richmond. While earning a

A T & T insiders say he hides his emo-

L tions and signals distress only by grow-
ing ominously silent. On balance, that stolid style has been
an asset. Says Rawleigh Warner Jr., chairman of Mobil and
an AT & T director: "He’s equitable, and he doesn’t lose his
cool. There are no highs or lows, just steadiness.” Brown,
who lives in Princeton, N.J., with his second wife, Ann Lee,
works off much of his tension by playing tennis and at least
two rounds of golf each week. His handicap: 11.

One of the few ways to get a rise out of Brown is to suggest
that A T & T is a monopoly-coddled giant without the agility
needed to compete in free markets. “If we’re not competent,”
he says, “I wonder why the competitors are trying to get Con-
gress and the Federal Communications Commission to re-
strict us in various ways. We must be making a mark some-
where, or the competition wouldn’t be so frightened.” After
spending nearly four decades in a company shackled by Gov-
ernment regulation, Brown is eager to show what an unbound
A T & T can do. He is sure that the competition will soon be
saying in awe, “Good giief, Charlie Brown!”
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fees for local directory assis-
tance, phone-line installation
and pay telephones.

The Federal Communica-
tions Commission has pro; 3sed
one way of helping local compa-
nies make up for part of the loss

~

b

~p

Ty Ty g

panies have been madly filing
for price hikes with state public
service commissions. A total of
$6.7 billion in increases has
been requested this year. The
outlook for those applications
is uncertain, and public ser-

2001

of the long-distance subsidy. It

Rg) Ry

has called for customers to pay
local phone companies for ac-

cess to long-distance lines. The oz

monthly access charge would
start at $2 and could rise to $6 or
$7 by 1989. Businesses would pay

885 o]
REERE>RG—

vice commissions are expected
to be tough with the .phone
companies.

By asking for so much so
soon, some of the operating
companies have expended good-
will even before getting started.

$6 at the beginning. But the pro-
posal is running into trouble.
Legislation proposed by Colora-
do's Democratic Congressman
Timothy Wirth and Oregon’s
Republican Senator Bob Pack-

Judge Greene has accused them
of using divestiture as an excuse
to request more money, and
called some of the requests
“unjustified.”

One of the biggest questions

wood would eliminate the charge
to private individuals and small

businessmen and shift it back to
A T & T and other long-distance
phone companies. Theodore |
Brophy, chairman of GTE, calls
the access charge “an unman-
ageable economic burden on

=%

facing the new AT& T is how
well it will do in the world of
| competition. For most of its 107
years, the phone company has
been shielded from rivals by its
controlled monopoly status.
Wall Street analysts and industry
experts disagree on how success-

those who make minimum use of
long-distance service.”

19635 1970 1978 1980

1983 est.

ful AT& T will be. In general,
the new AT& T is expected to

Wirth'’s bill passed the House
last week, but Senate action is not expect-
ed until next year. Inany case, the FCC last
monthdelayed the fees until April 3 togive
itself more time to study A T & T’s argu-
ments in favor of the surcharge.

When the long-distance subsidy stops,
AT & T will find itself with an additional
$3.3 billion a year, and has proposed giv-
ing some of that money back to consum-
ers by cutting the cost of long-distance
calls by 10.5%. Critics point out that this
would add up to a reduction of only $1.75
billion, or about half the amount AT& T
is getting. Says John Bryant, a Congress-
man from Texas, in a medley of meta-
phors: “They’re trying to have their cake

and eat it too. That put the last nail in the
coffin of AT &T as a truthteller.” Judge
Greene will conduct a hearing into the en-
tire matter next week.

The latest House action disturbs
many industry officials, including Archie
McGill, a former IBM vice president,
onetime head of AT&T Information
Systems and now president of Rothschild
Ventures. Says he: “It’s a real tragedy
that Congress is poking its nose in at
this point. The game plan is in place. To
shake it up for two bucks a month is just
not rational.”

The $2 surcharge is not the only rate
increase in the works. Local phone com-

Orons- 8 iy A0 sosatoth.
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excel at its traditional business of
long-distance telephone service. But it
may run into trouble when it tries to take
on other markets. Says ITT Chairman
Rand Araskog: “A T & T has to learn all
over to compete. It has definitely lagged
behind technology and the competition.”
The most interesting competitive
skirmish to come out of the telephone
divestiture will be the head-on confronta-
tion between AT& Tand IBM.AT&T,
which is now free to enter the computer’
market in full force, has the size and re-
sources to match IBM. The phone compa-
ny has been making computers largely for
its own use for a generation; most tele-
phone calls are switched by computers de-
veloped by AT& T for the Bell System.
For legal reasons, though, they were
called microprocessors. Says Vice Chair-
man James Olson: “We can now call
them computers without looking over our
shoulder.” AT& T will have a desktop
business computer ready early next year.
The machine will probably be built
around a super chip that has more than
256,000 bytes of random access memory.
Says Robert Casale, head of marketing
and sales for AT & T Information Sys-
tems: “We will be selling the leading edge
of technology. Nobody can touch us.”
Another bruising market battle ‘will
be over long-distance service, where a
host of companies are trying to take busi-
ness away from AT & T. The most ag-
gressive has been MCI Communications,
based in Washington. which since 1969
has been permitted by the FCC to offer
long-distance service in competition
with AT & T. Under Chairman William
McGowan, 54, MCI has grown to more
than 1 million subscribers (vs. AT& T’s
70 million) and to $1.1 billion in sales.
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nies. Says Cornell’'s Kahn: “AT& T won
by losing.” Others believe the local compa-
nies have bright futures and good potential
in their markets, although there are doubts
as to just how eager their top managers,
mostly old telephone-company men with
decades of doing things the Bell way, are to
enter the new world of competition.

Just how well the newly independent
parts fare is critical to the question of how
much phone bills will rise after the split. If
the regionals make money, attract inves-
tors, improve efficiency and keep costs
down, phone bills stand a better chance of
staying reasonable. If they do not, pressure
to collect money from phone users for lost
revenues will increase.

Bills are destined to go up anyway,
though, at least at first. Some charges, say
consumer groups like Boston’s Fair Share,
may go up by 50% to 100% during the next
twelve to 36 months. But total phone bills
are not likely to increase by that much.
Chairman Charles Brown estimates they
will increase by only 8% to 10% a year for
the next five years, slightly more than the
average rate of increase since 1940.

Most industry watchers agree on one
thing: telephone service has been too
cheap, for too long, with costs spread un-
evenly. Says Lee Selwyn, president of Eco-
nomics and Technology Inc. of Boston, a
telecommunications consultant: “People
were simply not aware of how cheap ser-
vice really was.”

Thomas Bolger, the new chairman of
Bell Atlantic, is fond of pointing out that
the prices of other commonplace products
like a Chevrolet have increased about
1,000% since 1940, while the average basic
monthly U.S. telephone rate has gone up
from $3.67 to just $11.38 during that peri-
od,or by 210%. A private line toa dwelling

in Great Falls, Mont., costs about $8 “for
access to the world,” says U S West Chief
Executive Jack MacAllister, while it costs
$30 toinstall and maintain the connection.
Even if that basic monthly bill doubles, to
$16, it is “still only about the price of a tank
of gasoline,” he says.

he level of telephone bills after di-
vestiture will depend on whether
the user is an individual or a busi-
ness, how many local and long-
distance calls are made, over what dis-
tance and for how long. The entire
philosophical underpinning of pricing
phone services is changing, a departure
much in line with the national thrust to-
ward deregulation in many other fields.
In essence, Americans are going to begin
paying more and more of the full and true

IHSY AMNAL

Faderal Judge Harold Greene in his chambers

His homework: 25,000 pages of trasscripis.

cost of phone services they use. At the
same time, they will not pay as much for
those they do not use.

That has seldom, if ever, been the
case. Through a complex system of cross
subsidies, brilliant in concept but worri-
some in practice, one type of phone ser-
vice has helped pay for another. That kept
phone costs down and within almost ev-
eryone’s reach, but led to price inequities.
A phone line in San Francisco that cost
Pacific Telephone $29 to install and
maintain monthly was billed to the cus-
tomer at $7. The difference was made up
by higher prices for other services, like
heavy tolls for calls from one end of the
Bay Area to the other. Similar subsidies
allowed the dime for a pay phone call
in New York City; the true cost is more
like 28¢.

Without some congressional action, 8
big chunk of the cross-subsidy system is
going to disappear, putting fierce upward
pressure on bills for local phone services.
Regional phone companies stand to lose
about $3.3 billion in revenues that they re-
ceived from A T & T's long-distance tolls
when they were still under Ma Bell’s roof.
Currently, about 37¢ from each dollar in
revenues from long-distance charges is
plowed back into the local companies.

To compensate for the loss, the region-
al phone firms are going to have to get
money from somewhere. That means
phone subscribers in general can expect
higher prices for almost all aspects of local
service, fees that in the past were bundled
in packages and, for the most part, never
seen by users. Rates will certainly go up for
local services like calls to the grocery down
the street or to the pharmacy. Higher rates
are in store for calls to distant points with-
in states, along with sharp escalations in
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MCI and the other new competitors
in the long-distance market, GTE’s Sprint
and ITT’s Longer Distance, have been
able to offer sharply discounted long-
distance rates. The firms connect only
markets with heavy phone traffic, where
the big profits are, using the most modern
equipment, leaving to A T & T the small-
er, less profitable areas. But some poten-
tial customers considered the low-cost
competitors inconvenient because cus-
tomers have to punch in up to eleven ex-
tra numbers to make a call. An MCI cus-
tomer making a long-distance call has to
hit as many as 22 digits. Beginning next
fall, though, all long-distance lines will be
on an equal footing. Whether a customer
is using AT & T, MCI, Sprint or Longer
Distance, the person will use the same di-
aling procedure.

AT&Ts Western Electric division
will face very stiff competition. Jt will be
entering a market with such powerful
competitors as Canada’s Northern Tele-
com, Rolm, GTE and ITT. In 1982, West-
ern did 90% of its $12.6 billion in business
with the Bell companies. Now those com-
panies will be free to buy their equipment
from anyone, at the best price. They are,
in fact, doing that already. This year
three Bell companies reached deals with
TIE/Communications of Connecticut for
$125 million worth of switchboards.

esiern Electric sales could be

cut in half next year, accord-

ing to one particularly grim

Wall Street view. That is non-
sense, says Charles Meetsma, general
manager of the division's plant in Allen-
town, Pa. Says he: “We’re aware that
many persons deride Western Electric’s
ability to compete. But to them I say, “You
haven't seen anything yet.’ ” With its Bell
Labs providing research for ingenious
new products, Western Electric is confi-
dent that it will do well.

The new regional phone companies
will be kept busy at first just providing lo-
cal telephone service, where they will not
face competition. It will be a while before
they realize big earnings from any activi-
ties other than the plain old telephone
business. Says Pacific Telesis Chairman
Donald Guinn: “Our first priority is to
keep the core business—the Bell operat-
ing company—healthy. That’s the place
where most of our money comes from.”

Nonetheless, the holding companies
are trying to stir up investor interest
by stressing glamour, growth and market-
ing in a rush of ads, and in talks before
financial analysts. Typical is Ameritech,
which uses the snappy slogan “A compa-
ny you'll be hearing from.” Says Chair-
man William L. Weiss, 54: “The future
of our industry lies in exotic services.
It lies in the explosion of information
services.”

While most of those new businesses
have yet to be determined, some local
phone companies have shown where they
are heading. Ameritech intends to go into

ingly used as an efficient and versatile
new way to carry telephone signals.
Ameritech, BellSouth and the other hold-
ing companies are planning major efforts
in AMPS, for Advanced Mobile Phone Ser-
vice, a Bell Labs invention that currently
is the hottest telecommunications innova-
tion around. The system is expected to in-
crease radiotelephone use in cars greatly.
Buick became the first automaker to offer
such a phone as an option on some 1984
models. The cost is about $3,000, but
prices are bound to come down.

The seven holding companies are
likely to develop in very different direc-
tions once they leave Ma Bell. BellSouth

fiber optics, the superfine lines increas- |

is favored by a good economic climate in
the Sunbelt. Ameritech has a vast and
important industrial base, but in a declin-
ing area. Pacific Telesis has battled long
and hard with ratemakers reluctant to
permit higher charges, so it feels tested
and ready for anything. Says Chairman
Guinn: “Divestiture doesn’t pose any
problems that are more difficult than the
ones we've already faced.

Both the new A T& T and the seven
operating firms are preparing for the
new era of competition by looking for
ways to cut costs and changing some old
company habits. Managers everywhere
are searching for places to slash payrolls.
Some companies are turning to extensive
early retirements, although layoffs

HUGH P. PROWN

GTE

have also occurred. That goes
against a long tradition of Bell pa-
ternalism. To many AT& T em-
ployees who were kept on payrolls
during the Depression of the 1930s,

“the President” was not Franklin
D. Roosevelt but AT&T President
Walter Gifford.

Some 16,000 Bell employees already
have taken early-retirement induce-
ments, and 8,000 more are expected to do
so by year’s end. That could cut payroils
by $500 million a year. Pacific Telesis ex-
pects 1,400 to 1,800 people to accept early
retirement. Throughout the Bell System,
families are being uprooted as employees
shift between the various entities. In some
cases former colleagues are becom-

TERRY ASHE

MCI

ing competitors.

Perhaps the most important
long-range impact of the AT&T
breakup will be to speed up the al-
ready breathtaking developments

in telecommunications. With more
competluon from more companies,
progress is likely to be even faster. Says
MCI's McGowan: “The technological
revolution is arriving fast in the phone
business. Look at that instrument on my
desk. It looks like a phone, but it’s really a
computer. By pressing buttons, I instruct
a computer to do things it’s programmed
todo.”

One of the signs of that techno-
logical revolution is the way major cor-
porations and state agencies are literally
setting up their own phone com-

BILL KELLY

panies. By building microwave
dish antennas and aiming them at
communications satellites, they
can legally bypass public phone

Araskog: “A T"& T has to learmn to compete™

systems. That significantly cuts
into the revenue of AT&T and
all other phone companies. Says Gideon
Gartner, a telecommunications re-
searcher: “The danger to AT & T of by-
pass cannot be overestimated.”

The Port Authority of New York
and New Jersey, working with Western
Union and Merrill Lynch, is building a gi-
gantic $84 million Teleport on New York
City’s Staten Island. Its 17 earth stations
will be beamed at all domestic and some
international satellites and will feed com-
munications into the World Trade Cen-
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the bypass systems aiready constructed
nave drained as much as $32 million in
revenues from the AT&T operating
companuies.

ter, skirting the phone company in New
York City. Citicorp. the largest U 8. bank,
is installing its own $100 million system in
Wall Street’s financial district, which will
take most of its communications out of the
phone system. Even Salt Lake City's Mor-
mon Church is getting into the act. Its pri-
vate microwave link to Brigham Young
University 45 miles distant in Provo,
Utah, has replaced an AT& T system
and is costing Mountain Bell $42,000 an-
nually in lost revenues.

Metropolitan phone companies are
vulnerable to bypassing because so much
of their business comes from sc¢ few cus-
tomers. About 24% of the revenues of
New York Telephone last year came
from just 1% of business customers. Al

between parties, sometimes machines, no
matter how or where.

The new competition, plus new tech-
nology that allows more information to
be carried more efficiently, will lead to a
bountiful array of new uses for telephones
and telephone lines (see box). Says James
Martin, author of The Wired Society:
“Deregulation of the U.S. telecommuni-
cations industry will stimulate our imagi-
nations. It will briefly raise the cost of
telephone service, but in the end we'll all
profit from a revamping of the system.”
With any luck, as a result of deregulation,
the world’s best telephone system could
become even better. —B8y John S. DeMott.
Reported by Bruce van Voorst/New York, with
other bureaus

he promise, and the peril, of tele-
phone bypass is typical of the new
era in telecommunications. The
: Bell System, in the end, was done
in by the rush of technology. The system’s
structure could not contain or protect it-
self against better and cheaper ways of al-
fowing people to reach out and touch
someone. Boundaries crumbled between
voics and data transmission, between do-
mestic and international calling points,
between (zlex, submarine cable and satel-
lite. What counted was communication

Tomorrow’s Telephones

“P eople have to forget the notion of dial, m.ng, 2lk and
listen,” says Randall Tobuas, president of AT&T
Consumer Products. The phone that is within easy reach of
most consumers is about to underge a dramatic transforma-
tion. It will no longer be just an instrument o call Uncle
Fred in Fredonia. The phone of the future wili be more mo-
bile, do a host of different tasks and be part of a complex, far-
reaching information network. Says Hans Maties, director of
A T&T's Home Communicaticns Laboratory: “The tele-
phone will be the cornerstone of a comununication syster in
the home.”

AT & T is already offering two new versions of i3 stan-
dard telephone that show the way the phone is going. Both
instruments have key pads and display the date and Gme or
the number of the person being called

million phones sold this year will be cordless. The walk-
around phones now have a range of about 700 feet from the
base unit, but they are expected to become more powerful as
technology develops. Uniden, Mura, AT& T, ITT and Co-
bra are the major sellers of cordless models.

Cellular phones rely on low-power transmitters in desig-
nated cells, or districts, to relay signals from passing automo-
biles equipped with the mobile phones. Last month Ameri-
tech Mobile Communications introduced in Chicago the first
commercial cellular mobile radio service. Bell Atlantic’s Mo-
bile Systems expects to launch cellular service early next year -
in Washington, Baltimore and Philadelphia. By 1990 1.5 mil-
lion cellular phones could be operating in the U.S.

The productscurrently on the market, though, are nothing
compared with what isabout toarrive. A T & T is working on
silicon chips that wiil recognize individual voiceprints. That
way the phone could screen incoming calls or allow a person to

arat sz wsomaromes - call his or her own phone from a distant

on calculator-style windows. The
Touch-a-matic 1600 ($160) can store up
to 16 phone numbers. The $680 Geriesis
Telesystem, which A T & T Chairman
Charles L. Brown uses at home, can for-
ward calls to another number, remem-
ber 75 alphabetized names and numbers
and restrict cutgoing calls.

With more and more homes empty
during the day because both parents
are at work and childrer at schodl,
telephone manufacturers believe a va-
riety of emergency and remote features
will be hot sellers. A T & T offers a fire-
alert system linking smoke alarns io
phones that will dial two numbers
when smoke is detected (3199 a systerm,
$29 a link). A pocket-size medical
transmitter ($49) alerts a unit ($199)

location and set off some operation like
turning off the stove. The phone could
even become a substitute for an apart-
ment or house key. A microphone at the
door would transmit the voice pattern to
a phone. If it recognizes the voice pat-
tern, the phone would then activate a
mechanism to unlock the door.

Telephones and video screens in
the future will work closely together.
A T & T already sells a Sceptre videotex
terminal ($900) for shopping and
marketing. Several manufacturers are
working on a flat-screen terminal that
would display bank balances and shop-
ping guides—or the image of a conver-
sation partner. “The telephone will be a
computer terminal as you now under-
stand it,” says Tobias.

that dials up to two numbers if & pa-
tient needs immediate atiention. Guif
+ Western’s Sensaphone (3230) monitors oo (Smpers-
tures, sound levels and electrical sysiems. If 2 room’s tem-
perature rises above or drops below a presst leval when &
householder is away, perhaps becauss of & fire or & pipe-
freezing chili, the device will automatically send a message
to one of four emergency numbers. Techricom's Energy
Control System, attached to a phone, aliows owners (o turn
appliances on and off while away from home,

Cordless phornes, priced around $200, firs: came on the
market three years ago. In 1982 sales reached 2 rnillion units,
and industry observers expect that about one-third of the 15

Beew etéemgm SBTER o 2 computer screen

The telephone linked to a computer
screen will become enormously flexible
as an information-retrieval system. Viewers will be able to
ook at an index on a screen and touch it or point to it to get
more detailed information. For example, the viewer could
point to the word Beirut in a world-news index, and the screen
would project a full report on the subject. “People may see all
this as new,” says Mattes, “but we will simply be making
available to a wider public services that already exist.”

1t was in 1946 that Cartoonist Chester Gould gave Dick Tra-
¢y a two-way wrist radio. A similar device may not be far off.
Says Tobias: “Except for the long-life battery needed to powerit,
the technology for the Dick Tracy watch phone is here.”
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Ansiwers About the Phone Legislation

Q: So the FCC proposed to boost
what people pay for local service to
replace part of that subsidy?

A: Yes. When you make a long-
distance call, it travels over a local
phone companv's lines to a switching
station and . - out over long-dis-
tance lines—or satellite. Now, a
long-distance company bills you for
the entire call, but has to pay the
local company something for the
handling the conversation.

Q: How much is the access charge
worth?

A: Tt would transfer about $5.5
billion a year from local phone users
to local phone companies initially,
more in later years.

Q: What if the local companies
don't get the access charge money?

A: The companies would have to
raise what they charge long-distance
companies to use local lines and
switches.

Q: What's wrong with that?

A: That would create a strong in-
centive for companies that make lots
of long-distance calls to bypass the
local system. AT&T, MCI Commu-
nications Inc., and the .other long-
distance carriers could take a corpor-
ate customer’s long-distance calls
and transfer them directly to their
long-distance  networks  without
using local lines.

The access fees were intended to
deal with that problem: since high-
volume phone users would pay a lot
more for local service—whether they
used it or not—there would be less
incentive for them to bypass the
local network, the FCC reasoned.

The Telephone Bill
And Your Phone Bill

By Peter Behr
Washington Post Staff Writer

After a steaming debate, the
House passed a bill Thursday
that would block an increase in
telephone rates proposed by the
Federal Communications Com-
mission that is set to go into ef-
fect April 3. The FCC’s plan was
intended to help local operating
companies when the Bell System
is broken up dJan. 1.

Here are some questions and
answers about the rate dispute:

QUESTION: How does the
House action Thursday affect
my phone bill?

ANSWER: If the bill were
passed by the Senate and signed
by President Reagan it would pre-
vent the FCC from raising local
phone bills on April 3 as planned.

Q: How big would those in-
creases be?

A: Residential rates would go
up $2 a month initially, rising to
$5 in 1987. Businesses would pay

an additional $6 monthly for
each phone line. '

Q: If the FCC’s fees do take
effect, where does the money go?

A: To local telephone compa-
nies. {After Jan. 1 the local Bell
companies will be combined into
seven operating companies split
off from AT&T, which will con-
tinue to provide long-distance
service.)

Q: Why does the FCC want to
impose the fees?

A: The telephone industry and
the FCC say that the local bills
paid by telephone customers
have not covered the full cost of
local service—that AT&T tradi-
tionally shifted some of the prof-
it from long distance back to
help pay for local service. The
FCC wants to end the subsidy,
tying rates to their true costs.
The access charges are supposed
to accomplish that.

See PHONES, D9, Col. 1
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Q: Bypass could hurt the local
companies a lot?

A: Perhaps, There aren't solid es-
timates, but the local companies
would probably set up separate links
for big customers, bypassing their
own local phone lines, says William
Albertini, director of investor rela-
tions for Bell Atlantic, the regional
company that will take over the
Chesapeake and Potomac Telephone
Companies in this area.

Q: If they lose revenue from big
customers, how would the local com-
panies make that up?

A: By raising local phone rates
even more, AT&T says. Like other
utilities, local phone companies are
entitled to provide their stockholders
with a “just and reasonable” return
on their investment. State regulators
will permit local phone rates to rise
high enough to achieve what they
believe that return should be. So
local rates would rise.

Q: But isn't that exactly what the
House was trying to prevent Thurs-
day?

A: Yes. The fight is over how much
that increase should be, and who
should pay it in the first place. That
and some political maneuvering.

U.S. Judge Harold Greene, who is
presiding over the Bell breakup,
noted that half of the country’s res-
idential telephone users “make only
nominal use of long distance and 15
percent make no use at all.” A flat
fixed fee on all consumers penalizes
those who don't use long distance
much, Greene says, and House Dem-
ocrats agree, by and large.

Q: What do the Democrats want
to do?

A: The bill approved by the House
Thursday—championed by Demo-
crats and fought by Republicans—
would require long-distance compa-
nies and customers—not local-rate
payers—to contribute to the costs of
the phone lines and facilities that are
used jointly for local and long-dis-
tance service. The cost of long-dis-
tance service would be about $1.4 bil-
lion & year more under the House bill
than under the FCC plan. The bill
would establish a federal fund to help
low income telephone users and would
impose charges on bypassers who rely
on the local telephone system as a
backup to private phone systems.

Reproduced with permission of copyright claimant.
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By JEANNE SADDLER
Staff Reporter of THE WaLL STREET JOURNAL

WASHINGTON-The House passed by
voice vote legislation that wouid limit in-
creases in local telephone bills next year.
frustrating American Telephone & Tele-
graph Co.'s effort to kil} the measure.

The bill, the first major telephone legisla-
tion approved by the House in nearly 58
years, gained support as lawmakers antici-
pated voter reaction to a predicted doubling
of local telephone rates in an election
year.

The final vote came after a Republican
substitute bill put forward by Rep. Thomas
Tauke of Jowa was rejected on a party-line
vote of 264-142. That bill would have delayed
for one year the Federal Communication
Commission's plan to charge residential and
small-business telephone customers for ac-
cess to long-distance lines. The bill that fi-
nally passed would eliminate those
charges.

Rep. John Dingell, the Michigan Demo-
crat who heads the Commerce Committee,
and Rep. Timothy Wirth (D., Colo), whose
subcommittee authored the bill, led the fight
for the measure, which will increase costs to
some Jarge businesses but limit the pre-
dicted increases for smaller telephone users.
Congressmen concede, however, that com-
sumer telephone costs still are likely to iw
‘crease because of rate increases that may
be granted by states.

“We are distressed,” said Kenneth J.
Whalen, executive vice president of AT&T,
“'that the American consumer will be deeply
hurt because Congressmen Dingell and
Wirth have engineered this bill in their en-
thusiasm to embarrass the FCC for political
reasons and to simply continue their bias
against AT&T. They claim the bill is sup-
posed to protect the consumer, Instead, the
consumer will pay the price of bypass in a
very few years. But the congressmen dom't
care; by then, the 1384 elections will be
over.” \

Mr. Whalen \added that the bill would
hurt the Bell operating companies more
than it does AT&T.

At stake is whether extra charges to
long-distance service will continue to pay for
some local telephone costs, as they do cur

———

i ———

Limit on 1984 Risein Local Phone Bills
Clears House Over Opposition by AT&T

WALL STREET
JOURNAL,

Nov. 11,1983
p4
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rently, or whether each local customer will
pay those charges, following a plan devel-
oped by the FCC and supported by AT&T.
The FCC has set the new pricing system to
take effect April 3, about three months after
the Jan. 1 government-mandated breakup of
AT&T's Bell Telephone system.

AT&T has argued that the House mea-
sure, which would maintain part of the cur-
rent system, would keep the cost of all long-
distance service overpriced, the company
also contends that iarge businesses wouid be
encouraged to build private telephone net-
works, thus taking revenue away from the
public phone system.

But members of both the House and Sen-
ate have argued that legislation is necessary
in the wake of the AT&T breakup to protect
residential customers and small businesses
with only one telephone line. They contend
the FOC's access-charge order, along with
other expected telephone cost increases,
would overburden smaller customers and fa-
vor businesses that make a lot of long-dis-
tance calls.

After the divestiture, AT&T will offer
only long-distance service, and its other
units will focus on equipment and re-
search.

“AT&T has been spending millions of dol-
lars of late to oppose this bill. Why?"' Rep.
Dingell asked as debate on the legislation
began. “AT&T wants to reach out and touch
everybody in their wallet.”

After defeating the Tauke substitute, the
House rejected 270-122 a similar amendment
offered by GOP Rep. Matthew Rinaldo of
New Jersey. The amendment would have
barred new access charges before Jan. 1,
1985. The FCC could then impose a charge of
as much as $1 a month in 1985 and as much
as $4 & month by 1992. The amendment also
would prohibit access charges for poor cus-
tomers, or for local telephone companies
with fewer than 50,000 customers in one
state.

The Tauke proposal also would have
moditied the FCC's plan by allowing access
charges to be phased in after the one-year
delay. One of the Democrats, Rep. Edward
Markey (D., Mass.), called the vote ‘‘a deci-
sion on whether to side with AT&T's million-
dollar campaign against the measure, or
consumer and labor groups.” Mr. Tauke
sajd his proposal would ensure a strong tele-
phone system ‘‘for the next generation."

Under the FCC plan, access charges
would be $2 2 line a month for residential
customers in 1984 and would increase to $6 a
line monthly by 1990. The House measure
the Democrats favor would continue extra
charges against long-distance service and
expand a system of assessments the com-
mission established against businesses that
build private telephone networks.

The overall cost of long-distance service
would be about $1.4 billion greater under the
House legislation than under the FCC plan,
and AT&T has said it won't go through with

its promised $1.75 billion reduction in long-

distance rates next year if such a bill even-
tually becomes law.

MCI Communications Corp., AT&T's
principal long-distance rival, supports the
House measure because it wouldn't increase
the competitors’ cost of doing business as
quickly as the commission plan. GTE
Corp.'s Sprint long-distance unit is backing
only the Senate bill.

The uitimate fate of the House measure
is tied to whether the Senate passes its ver-
sion of legislation on the telephone contro-
versy. That bill, approved by the Senate
Commerce Committee, would delay imposi-
tion of the controversial access charges for
two years, and would require the FCC to re-
consider its decision. The Senate is sched-
uled to consider the bill early next year.

Any bill might also be subject to presi-
dential veto, because the Reagan adminis-
tration said earlier this week that it opposes
the House bill.

AT&T Files Proposal
On Fees to Bell Firms
During Interim Period

Bya WaLL STREET JOURNAL Staff Reporter

WASHINGTON—-American Telephone &
Telegraph Co. yesterday announced its plan
for dealing with the three-month delay of the
scheduled start of access charges.

Under the plan, the company said, it
would pay local Bell companies about as
much for interstate calling as it does cur-
rently between their Jan. 1 divestiture and
April 3, when the delayed start of the access
charges takes hold.

Shortly after AT&T announced the plan,
however, the House voted to do away with
many of the access fees entirely, so it is un-
certain whether either the interim plan or
the delayed access fees will take effect.

In papers filed in federal court here,
AT&T said it agreed to pay the seven re-
gional companies rates designed to give
t.l;%m a return on their investment of about
11.5%.

AT&T said this is more than it would
have paid under the access charge tariffs
that the Federal Communication Commis-
sion has delayed from its original target
date of Jan. 1, But it said the rates would
make up for only “a portion” of the sub-
scriber access fees that the local companies
will lose during the three-month delay of the
new charges.

Those fees from business and residential
phone users were expected to net the local
companies $3.3 billton annually. AT&T didn't
say how much of the logs would be made
up.

The arrangement falls short of the com-
pensation previously sought by the Bell At-
lantic companies, one of the regional compa-
nies that will be divested under the AT&T
antitrust consent decree. It sought rates that
would generate a return of 12.75%, about
what it would earn under the delayed access
charges.

In the court papers, AT&T said the rate it
will charge the local companies to lease por-
tions of its facilities also will be reduced to
11.5% from 12.75%.
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Phone Bill
Threat Held

I' ;aggerated

Some Regulators, Analysts
See States Holding Line

By Michael Isikoff
Washington Pos; Staff Writer

The threat of sharply higher telephone
rates stemming from the breakup of the Bell
System is already proving to be exaggerated,
according to some federal regulators and
phone industry analysts.

The reason: State regulators, holding their
fingers to the political winds, have been get-
ting tougher with local phone companies.
Despite record rate requests filed earlier this
year by Bell operating companies, state util-
ity commissions have actually been allowing
smaller increases in 1983 than in either of
the past two years, industry figures show.

“The states are doing their job just as we
expected them to do,” says Jack Smith, chief
of the Federal Communications Commis-
sion’s common carrier bureau. “When we see
what rates are at the end of the year, they're
not going to be nearly as outrageous as ev-
erybody thought they were going to be.”

Consumer advocates and other critics say
such comments blithely ignore the future
impact of some of the FCC's own actions,
particularly its controversial access charge
order which, starting April 3, is scheduled to
add $2 a month to every consumer’s phone
bill. In their view, nothing less than the
country’s historic policy of “universal tele-
phone service” is in jeopardy—ocne main rea-
son they are pushing legislation that would
prevent the $2 fee from taking effect. The
telephone measure, bitterly opposed by
AT&T, is scheduled for House floor action
this week.

But while the debate over phone rates
intensifies in Congress, evidence of more
stringent regulation at the state level contin-
ues to accumulate.

WASHINGTON
POST

NOV. 6, 1963
G\, G7

During the first 10 months of this year,
local telephone companies were allowed $1.4
billion in rate increases by state regulatory
commissions, which was only 38 percent of
the $3.7 billion total they requested.

That represents a nationwide phone com-
pany batting average significantly below that
of recent years. In 1982, for example, state
commissions approved 55 percent of phone
company requests, for a total of $2.8 billion
in rate increases. In 1981, state commissions
aleo approved 55 percent, for a total of $3.2
billion in rate hikes.

“The state commissions have been sensing
the political situation and have been very
stringent in what they've been giving out,”
said Mark Luftig, analyst for Salomon
Brothers Inc. in New York. “They can't af-
ford to lose credibility. They can't look like
they're giving away the store.”

Fears of a doubling or even tripling in
local telephone rates were first heard earlier
this year after a spate of staggeringly large

See PHONE, G7 ‘

PHONE, From G1
rate requests were filed by many of
the Bell operating companies.

In California, Pacific Telephone
asked for $1.24 billion. In Texas,
Southwestern = Bell requested a
record $1.7 billion. In New York,
New York Telephone asked for $947
million. _

These filings—unprecedented for
telephone rate cases—were quickly
linked by most analysts to the con-
fusion and uncertainty surrounding
the impending divestiture by AT&T.
As of Jan. 1, 1984, the Bell System’s
22 local phone companies are to be
spun off from its ¢orporate parent
and reorganized into seven regional
operating companies.

Fearing the imminent loss of the
protection of Ma Bell, and facing the
prospect of entering the financial
markets as independents for the first
time, the local companies began rac-
ing to their state regulatory commis-
sions with requests far in excess of
their real needs, according to some
state regulators.

“The telephone companies were
trying to get away with everything
they could and take advantage of the
confusion” (over divestiture), said
Paul Rodgers, director of the Na-
tional Association of Regulatory
Utility Commissioners.

Whatever the phone companies’
motivation, state commissions haven't

(© 1983 The Washington Post Company

Reproduced with permission of the copyright claimant.



‘8488 3Y _'SUOISIWIWOD 2)8y5 AuBW
10} 364000 YsBIO B aq 03 BuioB 831,
‘wy Junnsucd
faiop maN ® ‘saEnossy yoreesyy
K1078[n839y Jo Juepisaid ‘Youss Asm
84Bs ‘amnsasp Aq way) uo pasodu
SpUBWApP Mau ) apuwy 0} 03 03 Kem
8uoj B aaBy s Aoy ‘S1BAA juadel
ul asnadxs puv sgyeis 219y) dn pojasg
ARy  FUOBAWIWCO WA} Jo Auew
94 puy ‘SUCIBETIIWID MBS 0J
-3q sypuan ayy Ul Inq ‘uojBuryEBp
ul g(aAd] yBIy 18 epew oq 9,uom S[Nq
ouoyd uc suowap ayy eyl 81 ‘Ave
suadxe Aweur “yutod Jueptodun ayj,

«req100} reonitjod © ayyj punore .

umoly; s3ad, sopex ur Suipduy Jo fuig
“NOP ¥ JO }[8} ) 18Y) Sa3pajmouros
oy ydnoyy[e ‘SOYIIN sppe ‘i)
4811 03 3ui03 are, sojes suoydapa,
«1eq300j [eonytjod,, © 81 8181
ut Buyduy Jo Juiqnop © Jo ey Jeyy
safipapmouyoe 3y ySnoppe ‘1ajeey

asu 07 3wo3 are, soma auoyded
WY 81 ‘SPPIN 8Aes Ynsd: ey,
o
{800 Summwanul Aq 3y 189prey oq
[ls—|[B2 SoUBSIp 30| Jamd) axyBUI
OYM—RISUIOIEND JUBN[JJE 883] JOK
*SA3WINSU0D J80W J0J UOIRNP3] [[813A0
UB UBIUW P{NOO 18y} ‘BDIAIR  A0UY)
-81p Buof 0 ajqeInquye 8t Yyuow Jod
09°LE$ n0ge Jo [iq auoyd [eruapieas
adeians 9Y) JO SPIY)-0M)] JNOQE WIS
“UMOP BUICO 5982 UBISIP Suo] AyMm
981 AfpenpeiB 0y pesoddns are sages
[e0] paoudiapun AjpeoLOHY ‘Zopio
adseyd 850008 $,)) 3Y) Iepuy) 98pd
-[mouxd8 sjsf[eUe 180W ‘UBLIDUN
Apydy surewai 83781 auoyd vo pedwi
8_8._._ ay) ‘sidgue Buy 3y) uj
«~Adduy s ApoqAiasa
pus jJrey ur 1843 8100 39816 IY) U
pue juBm A[[eox Aay; 18ym uey) ajow
fpusdyiudis J0j Hee puv ur dui0d
0} Kueduiod [[og [920] 9y3 10 st awed

o suoydapy [ensn ayj, -Isenb

-a1 [e20] ® dwieys Jaqqns o7 1sed ayy
ul papud) 9aAay], -uollf) SIIWNS
-uo)) I0J [IBUNCD AANESIAA ‘SIOYNN
yaqoy &fes ‘sysanbos asayy azAsue

ued 1BY) SUOISHIUIWCD JO puy| A

aABY 3,u0p 831818 Jo Kuofew Y],
‘sj8Ajeun auoydaja)
119y} JO Joqunu ay) ui 8ITBIIDUL 3lq

-eredwiod SupjBw INOYNM SJJeIs AN

-[an 229 1Y) dn Jeaq o) papuay
SUCISSIWIWIOD  B)8  ‘S189A U0
Jo 381D KF10u9 oy} Auunp ‘IsnBiAq
Suisudms Kjagmonaed jou si jBYy],
‘gjsanbar ajes auoydejey o) pauds
-88  Jsf[eug  SUOMBIIUNWIICISND),
aj8wis B Zwipnpur ‘Jjels Jaquiwi

-11 ue pue (awn-ped a8 woym

Jo omy) preog a0aleg dNqhd g
-WUI-334Y} B YJIM 3J8)8 B—JUOULIAA
® 81 2193 Y104 MIN K199 10] P0K
. "sousulg pue
Sununoxy jo IO pue Yoreasay
JOo 30O ‘uoIsIAL(] SUCTIRIRUINWWO))
umo sy Suipnpui ‘gz9 jJo jjeis ®
pus uoriw 6z¢ Jo 193pnq B 8y UL
-SIMWIO)) WIAIAG Aqnd Yy ‘doues
-y 10} 4104 maN uf 'sysanbar Auwed
-wi0d auoyd pojeansiydos Furzdjeus
Jjo ajqudes s10)1pNB puB FHUBJUNOIIB
‘FIBIwou0da  pouter)  Ajeucissajoud
10 %21:.:_ 9ABY SUOISSIWIWOS )88
auIos ‘aIns 3§ o, :cs_aoaoa £ysu
AEoucisy B &1 21083 AjeIs Jo
uoratesd ays uo Aje1 0 ey} ande
§9)UI0APE  JOWINSUOD  ‘IFA0ICH
SIMNJ 3y} Ul 181X
im [1ah] js8d Ay jo wayyed )
Kes 07 9j8INd0BUI A[[810 8,],, ‘BAES Y
~MOJ[esIp 0} KUOYING Y} IARY UIAI
7,UOM M 8ISBIIOUN IBIYY JO 101 V,,

"[0A3] [800] B} UO 833 G
uMo 213} Y 833) ATuow Z7¢ Mou
Yy yoyew 0} 89838 annbas Kjparpo)
-J0 [ JjoR) uotsop A 88008
) ‘sAvs pUIMOpRUYRG ‘UONIPpe U]
"08uq 9181 3y) 0} Buippe enipy ‘uew
-dinba Auedwiod auoyd Jo sjjo-aum
19158} pABpUB PUB SIHNPIYIE UOHE

-1paxdep 198 07 1amod 1Ay Jo sAyer8
padds ssy 90 ) ‘siauado 104

"usmop way pioy 0y pamssasd
[89) siojendar yonw Moy Jepjeut
ou Juak 1x3u 881 39ydiy aacxdde oy
SUOISSTLIWICO )8} 30I0) ARIaN (1M

W Jo UBUILUEP ‘PUIMIPUS
" UG JAAMMOY ‘FIBGIp HUNUL JO
yalqns v 81 aamn) A 03 apmd B m
SUOIO® 8} YOIy 0F JUAXD N,
"patuRp aq 3 Jo Jyey &
§..!ﬂ—8—.=§828.~§
-woo Aymn onqnd g Jo Jes A
mq ‘Butpuad [is 81 jsnbas paoos
sjPg wasempnog ‘exa, U
R
7814 ) umop [y uediry 4q sanb

-31 uotpu 1Gp$ 8 paddotp urdyony

MY ‘Jog womog Aq payy 3senbax
uofru-gGi$ ® Jo judnsed L[ pamo|

8uQI08 ) JO JIqUINU B 10y} sonde  -ESIp uomSTLWId §813100) ‘auofe
‘uossimwio)) AW() NG WeBsiiN  suvi a.a..« reud vy Burhng ueeq
D SUONDN D) [010p84 82in0g
(0D ytog-uou) uogiu £'@LES BALOMOD)
| Pwuope) o suoydarey foisuen
o9 [P4ud) ynog uonw y°L1Z$ DWIDQOYY
Iiog stou) uogm C°/¥ZS sjouny
ileg 104} yinog vo /6428 99s50uL9]
ouoAisiniag 40 yog uoRpw 0°£$Z$ DluoAsudG
1198 Wiajsamyynog uomRl 0'EEZS unossiw
°g wissamynog uow ¥°08Z$ DUIOYOPIO
ouoydapo) I0A MaN uoRIwES /Y6 Wop maN
ydoiBagey p suoydage) Hyog uonq 8rZ'1$ ROy
i1eg Waisamyjnog wonq ¥0L1 S soxay
Auodwo) amowy aoig |
SNOISSIWWOD 31ViS WO438
‘S1San03N VM BNIGNId
{.




Long-Distance Access kee
Delayed for 3 Months

By Michael Isikoff
Washington Post Staff weitsr

The Federal Communications
Commission yesterday delayed for
three months its controversial plan
to impose access charges for long-
distance telephone service, including
a $2 monthly fee on consumer bills
that has drawn opposition in Con-
gress.

The commission also delayed until
April 1 action on the American Tele-
phone and Telegraph Co.’s proposal
for a $1.75 billion reduction in long-
distance rates that would reduce the
price of the average long-distance
phone call by 10.5 percent.

The decision late yesterday to
delay the access charges from Jan, 1

commission voted to suspend the
plan in order to evaluate more than
43,000 pages of tariff filings and
160,000 in backup documents given
to the agency earlier this month by
AT&T and other telephone compa-
nies requesting new rates under the
plan.

“We're fast readers, but we found
that there were some fairly contro-
versial issues in there and we wanted
to give the staff more time to get
them done,” said Jack Smith, chief
of the FCC’s common carrier bureau.
“This was a complete restructuring
of the way AT&T charges its cus-
tomers and other carriers.”

Still, there was widespread spec-
ulation that the FCC was acting to

to April 1 stunned an industry al-
ready in tumult over the impending
breakup of AT&T, still scheduled
for Jan. 1. An AT&T spokesman
yesterday called the action “unbe-
lievable” and said the company was
“astounded that it [the FCC] would

"have taken this action at this late

date.”

But the action was quickly hailed
by congressional opponents of the
access charge plan who have been
working feverishly to pass legislation
to hold down local phone rates.

The access charge has been under
attack in Congress and from con-
sumer groups ever since it was final.
ly approved by the commission in
duly.

cool mounting political pressure to
modify its decision. Hours earlier,
the House Commerce Committee
had begun debate on major tele-
phone legislation that would block
some parts of the plan amid cries
from consumer groups and state reg-
ulators that telephone rates could
more than double next year from the
combined effacts of divestiture and
the access chazges.

Proponents. of the legislation said
yesterday that the three-month
delay immed/ately makes their job
easier since they were under pressure
to pass a bill before Congress goes
home for the vear in November.

Under the legislation, sponsored
by Rep. Timothy E. Wirth (D-Colo.),
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Under the plan, consumers would
pay a fee starting at $2 a month, and
businesses would pay $6. In addi-
tion, long-distance carriers would
have to pay a whole new set of fees
to interconnect with local operating
companies.

The FCC had intended to elim-
inate longstanding “pricing distor-
tions” in the telecommunications
marketplace—principally, the sub-
sidy paid by long-distance users to
keep local rates artificially low and
affordable. But ecritics contended
that it would force local rates so high
that it would jeopardize the concept
of “universal telephone service.”

FCC officials said yesterday the

the $2-a-month access fee for long-
distance service would be blocked
permanently. In addition, it would
create a “universal service fund” to
cushion the impact of higher rates
by providing subsidies to rural
phone companies and the poor.

But FCC officials insisted yester-
day that their decision had nothing
to do with the congressional debate
over the $2 fee, but rather with the
mountains of paperwork related to
another aspect of the plan—a new
schedule of fees and charges that
long-distance carriers, such as the
new AT&T Communications Corp.
and MCI Communications Corp.,
will have to pay the new local Bell
operating companies.



On the Line

Drive in Congress to Hold Down Phone-Rate Rises

Stirs Big Debate Over Telecommunications Policy

By JEANNE SADDLER
Staff Reporter of THE WALL STREET JOURNAL

WASHINGTON —Margaret Kelly of Madi-
son, Wis., uses her telephone for business
and pleasure; the 77-year-old Mrs. Kelly's
“bustness’ is making calls to arrange her
chursh's monthly dinner for senior citizens.
For pleasure, she frequently calls her
friends.

Now, Mrs. Kelly faces a proposed phone-
bill increase of about 80% to $21.40 a month.
“If the rates go way up, I guess I could cut
out the visiting and go to the 60-calls-a-
month (economy-rate) plan,” she says, ‘‘but
1 wouldn't like it.”

Mrs. Kelly's frustration is shared by
many consumers as they become aware of
the widely predicted doubling or tripling of
many local telephone bills after the restruc-
turing of telephone services following the
scheduled Jan. 1 breakup of American Tele-
phone & Telegraph Co.

Polls show that most telephone consum-
ers don't yet realize how their phone service
will change—and how much their overall
bills probably will rise. But when they find
out, many irate telephone users are respond-
ing like Helen Hift of Monona, Wis.: ‘I write
to whatever congressman comes on the ra-
dio and TV and appears to be on the con-
sumers’ side.”

Thousands of Letters

Thousands of such letters—and the thou-
sands more that afe anticipated when phone
users learn of the scheduled changes—are
moving lawmakers to consider legislation
that would hold down part of the expected
increase in local telephone bills. The legisla-
tive proposals have set off a flerce lobbying
battle with AT&T and deregulators lined up
against supporters of congressional inter-
vention, including not only consumer groups
but also, surprisingly, some of AT&T's com-
petitors.

But what some in Congress saw as a sim-
ple attempt to protect constituents has led to
a complicated debate over the future of tele-
communications. The debate pits the need
for a universal public telephone network
against private industry's race toward new
systems capable of data and video transmis-
sion as well as telephone service. That com-
petitive new era will bring advanced tech-
nologies and a system in which each user
bears the full cost of his service.

“Two extremes have divided those of us
In Congress studying the problem,” says
Democratic Rep. Edward Markey of Massa-
chusetts, a member of the House Telecom-
munications Subcommittee. “*We know that
we can't turn back the clock to some nonex-
istent golden age of the phone system, and
yet we have to ensure that the future comes
at a price that's reasonable for the nation's
residential consumers to pay."

Industry experts and consumer advo
cates alike say average telephcne users will
gain lower long-distance rates next year and
additiona) benefits later tram the new tech-

nologies. But critics charge that local gqus-
tomers are being forced to pay too much of
the bill for the changes, which they say fa-
vor large corporations that are heavy users
of long distance. Today, the House Energy
and Commerce Committee will begin consid-
ering legislation to revise some scheduled
phone charges. A bill pending in the Senate
would delay the charges for two years.
FCC Decision

Congress can't do anything about the ap-
proximately $6 billion to $8 billion of rate-in-
crease requests that local phone companies
have put before state regulatory agencies.
So both chambers are focusing on the Fed-
eral Communications Commission decision,
also to raise local rates by having residen-
tial and business telephone users pay for ac-
cess to long-distance services.

Currently, access charges are included in
long-distance rates. But that system will be
unworkable after Jan. 1, when AT&T’s Bell
System is split into independent local phone
companies and AT&T retains only long-dis-
tance service. The FCC reasons that be-
cause the access charge represents the cost
of the line between homes and the telephone
company, local ¢sstorpers should pay for it.
In 1984, access c¢h rgTs. whether or not us-
ers make long-distance calls, will be $2 a
month for residential customers and could
increase to between $5 and $8 monthly by
1990, depending on inflation. Business cus-
tomers will pay up to $6 monthly for each
line next year.

“The $2 access charge isn't going to
cause anyone to stop using the telephone,”
an AT&T spokesman says. ‘'The break-up of
the Bell System is less than 90 days away; if
Congress wanted to adopt the attitude that
competition is not the answer, they should
have done so 10 years ago.” Deregulators
say local rates won't go up as much as local
companies have proposed because state reg-
ulatory agencies probably will approve
smaller increases. And the FCC argues that
by removing extra charges {rom long-dis-
tance services and allowing companies to
compete, the cost of long-distance calls
should decline by about 15% next year, and
eventually by 35% to 40%.

Bypass Systems '

The real impetus for access charges is
the FCC's fear that if long-distance service
remained over-priced, large companies
would build their own telephone and data
networks. New York City's Teleport facility
on Staten Island is an example of such a so-
called bypass system. If such systems be-
come common, the FCC says, the public
telephone network will lose revenue and ds-
teriorate.

“You can't make the decision to open up
the system to competition and then tell
firms the local telephope company will
charge them more than they'd pay else-
where,” savs Albert Halprin, the author of
the FCC access-charge order and now a pri-
vate consultant, *‘You guarantee that they'll
leave the system.”

37

Opponents argue that the bypass threat is
exaggerated. In a recent study, Congress's
General Accounting Office agreed, saying
that the FCC doesn'y have the research on
hand to prove its point.

Critics also argue that the FCC went too
far in shifting costs to local customers. Not
only will the-planned $2 access charge for
residential users increase phone bills, they
contend, but other FCC changes plus huge
local-rate increases could threaten the avail-
ability of phone service for many low-in-
come, elderly and rural consumers.

Each of the decisions to increase phone
charges “'deals with a very legitimate prob-
lem,” says Eric Schneidewind, the chair-
man of the Michigan Public Service Com-
misston. '‘But taken together and happening
all at once, they're a disaster. There was no
thought given to how doing all these things
at once would affect the nation's universal
telephone service.”

Michigan Forecasts

The Michigan commission estimates that
next year between $9 and $12 will be added
to the state’'s average local bill of $10.62.
Commission officials say that with Michi-
gan's high unemployment rate, the increase
may cause 10% to 15% of telephone custom-
ers to cancel their service. But Michigan
Bell says anyone with a phone now should
be able to afford one next year.

Consumer advocates say higher local
rates won't be offset by the drop in long-dis-
tance charges because most residential cus-
tomers don't make enough long-distance
calls. Samuel A. Simon, the executive direc-
tor of the Telecommunications Research
and Action Center, a citizens’ lobbying
group, says the biggest winners will be the
1% to 5% of the largest users of long-dis-
tance services—mainly big corporations—
that account for 30% to 50¢% of long-distance
revenues.

“'The real question here is whether long-
distance customers will make any contribu-
tion to the fixed cost of the local lines that
they use,” says Rep. Timothy Wirth, the
Colorado Democrat who heads the House
Telecommunications Subcommittee. Mr.
Wirth drafted much of the telephone legisla-
tion that has been passed by that panel, and
is to be considered by its parent Energy and
Commerce Committee this week.
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“I've been saying for years that" long-
distance users pay too much of the lccal
cost, "'and the industry loved that position,
until somebody —the FCC—offered them the
chance to pay none of it,”" Mr. Wirth says.
“That only makes sense if you want to load
some of your legitimate costs onto small io-
cal customers.”

Bills' Provisions

The House bill proposes to eliminate
about $1.9 billion of access charges for resi-
dential telephone users but to let stand $1.6
billion in business access charges. Under the
measure, long-distance rates would still de-
cline somewhat, its supporters say, because
the bill expands an FCC system of charges
against businesses that build private tele-
phone networks. The measure also would re-
quire “lifeline” telephone service for the
poor, though it doesn't require states to
adopt income limits for such services.

A more cautious proposal passed by the
Senate Commerce Committee would put a
two-year moratorium on the FCC access-
charge order and tell the commissioners to
reconsider their decision and to report to
Congress by March 1985. Like the House bill,
the Senate version would affect only the res-
dential charge. '

AT&T has characterized both bills as at-
tempts to create ‘‘chaos out of order” and
has responded with a huge lobbying effort
against the propesals. FCC Chairman Mark
Fowler also opposes congressional action.
He says the agency's decision will let states
require basic “lifeline’’ service and estab-
lishes a general fund to subsidize telephone
companies in high-cost rural areas.

Many cohsumer groups have embraced
the House proposal. “It's a pretty dam good
compromise,” says Eugene Kimmelman of
Congress Watch, a Ralph Nader group. “It
cuts in half the extra costs that are now
placed on long-distance service, and it pro-
vides local-service subsidies only for those
who need them. In a different era, this bill
would have been considered a major victory
for industry. We're willing 0 view it as a
victory for consurners, too, because we don't
want to stop technology.”

Switch in Pesitions

More surprisingly, MCI Communications
Corp., the nation’s second-largest long-dis-
tance telephone company, says it will sup-
port the Senate bill, and GTE Corp., the
third-largest, is backing the House measure,
The two companies have abandoned what
had been the industry's united opposition to
congressional action.

GTE's change of heart was good news to
Sen. Bob Packwood, the chairman of the
Senate Commerce Committee and the Sen-
ate’s main proponent of legislation to reverse
the access-charge order. "'l think the mem-
bers of my committee came o see that not
everybody in the industry is against our
bill,"" the Oregon Republican says. “It's
pretty much AT&T and the Bell companies
out there alone now."”

The competing long-distance companies,
(GTE acquired the Sprint long-distance sys-
tem last June) changed sides after realizing
that the FCC order will increase their costs

LY
il

next year substantially more than they had
expected. The companie§ are asking the
FCC to change its mind, and MCI has asked
a federal appeals court to reverse the
agency's order.

Difficult Issues

But it is those kinds of disputes, along
with complicated telecommunications policy
issues. that Congress is finding intractable.
Another difficult problem is determining
which states' local telephone companies wili
gualify for subsidies from the FCC's so-
called universal-service fund, established to
help companies in high-cost rural areas.
Some Northeastern states fear that under
the FCC's plan, money would go to fast-
growing states and not just to high-cost ru-
ral areas.

Congress knows that these issues mean
little to people who will get higher local tele-
phone bills no matter what's done in Wash-
ington. And consumer advocates say the av-
erage telephone user won't soon reap all the
benefits of the changing telecommunications
system.

**The benefits are that long-distance rates
are being pressured down and that eventu-
ally consumers will be able to buy little
computerized devices for their phones that
will let them do their banking or shopping
from home,” Congress Watch's Mr. Kim-
melman says. '‘The dilemma is that in the
short run, the price of moving toward com-
petition in the system will faill more heavily
on the average consumer.”
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PHONE RATES: TAKING 4 BIGGERBITE
Loca! telephone companies are rushing 1o raise rates before the AT&T breakup. Some phone bilis couid double or triple cvernight.
Average

Holding Rete increase momAt:;;' nirease Holding Rateincrease  monthly increase
company State (in mitlions) per customer company Stain (in milliona) per customer

New York $775 $2.78 Tennessee $279.7 $12.75
NYNEX Rhode sland $37.4 $5.40 BaliSouth Kentucky $183.2 $14.82
Pacific IMinois $225 $3.43-36.25
Tolesis Catfornia 81,229 $7.28 Ameritech  Ohic $179 e
Southwestern  Texas $1,360 $8.60 indiana $88.8 $2.18-$3.
Bell Arkansas $137.9 $7.50-310.70 " pennsylvenia $478.9 $4.10-86.80
U'S west Minnesota $78.2 $6.19 Bell Atlantic  \ow Jersey $89.6 $1.65

Arizona $109.5 $8.94

Christoph Biumrich, Cynthis Z. Rachlin~-Newswies

Playing Chicken With Ma Bell

Congressistaking on AT&T in alast-ditch effort to check rapidly rising phone rates.

hanging the way Americans pay for

telephone service was never going tobe
easy. Now Congress has turned the already
bewildering revolutioninto a political battle
royal. Less than 90 days before the court-
ordered breakup of AT&T, a bipartisan
coalition of lawmakers is valiantly strug-
gling to save residential customers $2 on
their monthly phone bills—even though
they simultaneously face a whopping $7.24
billion in proposed local-rate increases. The
11th-hour effort has railied consumer
groups against the Federal Communica-
tions Commission, pitted AT&T against its
competitors and amounts to what Alfred
Kahn, former federal regulator, calls “a
national game of chicken with the world's
best telephone system.”

The complex controversy actually has
less to do with the breakup of AT&T than
with the increased competition in the long-
distance market that began years ago. Ever
since the FCC allowed competitors into the
long-distance field, it has been increasingly
uneconomical for AT&T to continue its

ractice of subsidizing local telephone serv-
ce from long-distance revenues. Beginning
Jan, 1—the same day Ma Bell separates
from its corporate children—the FCC will
change the way local service is paid for.
Long-distance rates will drop, but charges
for basic local service will rise precipitously
as local companies scramble to make up lost
funds (chart). To help defray some local
costs, the FCC plans to charge residential
customers an additional $2 each month—

NEWSWEFK /OCTORFR 17. 1081

and business customers up to $6—for local
“access” to long-distance lines, whether or
not they make long-distance calls. Gradual-
ly, residential customers would assume
more of the burden, and their fees could rise
to as high as $12 e month by 1990,
Congress can do little to stop the rise in
basic local rates but it can halt the FCC's
access charges—and lawmakers are scram-
bling to get on the bandwagon. “They're
seeing something that's real-—a sharp in-
crease in phone rates,” says Rep. Timothy
Wirth, a Colorado Democrat who waged
the fight virtually alone last year and who
now carries a sheet in his coat pocket tosign
up eager cosponsors. Wirth's bill would
repeal the residential access charge alto-
gether, levy higher charges on business
customers and long-distance carriers and

AT&T’s Brown, Rep. Wirth: Squaring cff

Bruce Hoertel Larry Downing—Niwswe(x
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establish a $400 million “universal service
fund” to keep down costs of residential
service. A similiar bill in the Senate would
delay residential access charges for two
years. “It will be a dynamite issue in 1984,
says Bob Packwood, chairman of the Senate
Commerce Committee, who hopes to bring
a bill to the Senate floor later this month.
"Widows’s Consumer groups are fueling
the congressional efforts, charging that ac-
cess fees are unfair to those who make no
long-distance calls and may force some low-
income residents to forgo telephone service.
“We have retired widows whose only in-
comeis from the coal mines, and that wasn't
that much,” says Jack Bentley, manager of
the independent Delta County Telephone
Co. in Paonia, Colo. ““When you start add-
ing $2, $3, $4 extra a month, it will come out
of what they pay to eat.” The California
Public Utility Commission has challenged
the FCC's right to impose the access
charges. AT&T long-distance competi-
tors—including MCl, GTE and ITT-—also
oppose the FCC plan because of a provision
setting the fees long-distance carriers must
pay to local companies. Those fees, they say,
are overly favorable to AT&T and would
cost them as much as $600 million next
year. They, too, are likely to file suit against
the plan unless the FCC reconsiders.
AT&T, meanwhile, has thrown its prodi-
gious lobbying power against any efforts to
tinker with the FCC formula. Noting point-
edly that he spoke for the company's "3
million shareholders, our | million employ-
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ecs and our half million retired people,"
AT&T chairman Charles Brown last week
pleaded with Congress not to confuse dives-
titure further. AT&T will repeat that mes.
sage in a massive organized letter.writing
campaign to lawmakers and a $1.5 million
national advertising campaign beginning
this week. More ominously, AT&T officials
last week threatened 1o "'reassess' their pro-
posed 10.5 percert ~duction in long-dis-
tance rates—-and , - “aps even raise long-
distance charges—if the FCC's access plan
is overturned.

Changing the access-charge formula
clearly has its dangers. Both AT&T and
FCC officials warn that business customers
may drop out of the public telephone net-
work if they are forced to bear more of the
costs. Already, companies such as Citibank

q 5*;7 o

lican, “*Members are going to fall all over
themseivestozapthe phonecompany.”
For consumers, the real zap will come in
basic local-service rates, Theseven Bell Sys-
tem companies that will emerge from the
breakup—as well as smaller, independent
phone companies—have a staggering array
of rate increases pending before state utility
commissions, some doubling or tripling
rates in the next few years, State regulators
may scale back many of those requests, but
they are under increasing pressure to let
rates rise to keep local companies afloat.
The local companies, in turn, are under
pressure to let rates reflect the actual cost of
providing service, usually for the first time.
That change would hit customers particu-
larly hard in states where regulators have
kept rates artificially low. **The cost to pro-
vide flat-rate service in Californiais $29. We
charge $7," says Gary McBee of Califor-

@ 1983 Locher—Chicago Tribune

Consumers have only just begun to fight the increases: ‘A dynamite issue in 1984’

and Heinz USA, and evensome government
agencies, have built their own direct micro~
wave links to long-distance switches, by-
passing the local telephone companies. Big
businesses make up the lion’s share of tele-
phonerevenues—5 percentof Southwestern
Bell's business customers, for example, pro-
vide 55 percent of its revenues—and as more
of them leave the traditional telephone net-
work, local companies will have to spread
their costs over an even smaller number of
users, forcing residential rates still higher.
*Zap™ Congressional reformers counter
that the Wirth bill would partially recoup
such losses by charging business “bypass-
ers’” a separate fee. FCC officials, mean-
while, say their plan would waive access
charges in hardship cases—and both sides
predict a furious battle in the coming
months. “AT&T is going to have more trou-
bie on this one than it has had in the past,”
says Rep. Dick Cheney, a Wyoming Repub-
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nia’s Pacific Telephone & Telegraph Co.,
soon to become Pacific Telesis.

Telephone users in rural areas could be
particularly squeezed by new pricing sys-
tems now being developed by many com-
panies. Some are considering implement-
ing “measured” rates for local calls that
would differ depending on the duration,
time of day and distance. Illinois Bell (soon
to be part of Ameritech) has proposed a §
percent rate increase for urban custom-
ers—and a 23 percent hike for rural resi-
dents. Surprisingly, there have been only
scattered protests. “I don’t think that most
people really realize what this means at the
bottom line,” says Dennis Verkler of the
Illinois Farm Bureau. “And they probably
won't until they get their first bill.”

Indeed,inarecent New York Times/CBS
poll only 29 percent of Americans said they
had read or heard enough to know how
divestiture would affect them. Even when
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consumers get their first postdivestiture
phone bill, it may be in ay many as four
parts—for basic local service (provided by
the focal company), for equipment rental
(available from several sources), for AT&T
long-distance charges and for a discount
long-distance service such as MCI. Begin-
ning later next year, customers can contract
with their local phone company to be served
by asingle “‘primary’ long-distance service,
But AT&T last week announced plans to
charge 75 cents for long-distance directory-
assistance calls next year. Customers can
save by buying their own phones, but there,
too, they face a bewildering array of op-
tions, from purchasing their current phones
for as little as $15 to buying fancier new
equipment for $200 or more from any of
some 17,000 retailers. ‘

‘Lifeline’: Just how consumers’ total tele-
phone tabs will change depends on their
calling habits. Given AT&T's proposed
10.5 percent cut in long-distance rates, cus-
tomers who make more than $20 worth of
long-distance calls will save money on long-
distance bills next year, even with the $2
access charge. Poor and rural customers
won't necessarily lose out on the savings,
some experts say, since studies show they
make a disporportionately high number of
long-distance calls—perhaps to save the
traveling expenses. Those customers who
make few local calls may well save on local
rates as well by opting for “‘measured serv-
ice” plans. Even now, some companies offer
discount “‘lifeline” services that provide
residents with unlimited incoming calls for
as little as $2.50 per month, with a nominal
charge for each outgoing call. For those
customers, the proposed access charge may
indeed be the steepest rise in their phone bill
next year.

Whether the coming revolution will im-
prove the quality of phone service remains
an open question. Neal Swearingen, an E.F.
Hutton vice president, says thatunderdives-
titure, local companies as well as AT&T are
free to diversify into new areas such as pro-
viding mobile phone service, intraoffice sys-
tems or computer-switching networks—all
of which will help boost profits. “Com-
petitive environments have traditionally
meant better products and better services,”
he says. “It's going to get worse,” counters
Charles Robbins of International Data
Corp., who says that forbusinesses that may
have a half dozen types of phone services,
“there’sacoordination issue. Youcan't pick
up the phone and call one person. The old
times are over.” On balance, most experts
agreewith Kahn, now at Cornell University,
who says that “the gross present system of
subsidization has to go" and that there are
more cfficient ways 10 handle those few
customers who might be hurt in the transi-
tion. Even Kahn admits, however, thatin 20
years “there is a real possibility we will say,
‘What the helldid wedo? ™

MELINDA BECK with CHRISTOPHER MA,
WILLIAM J. COOK and GLORIA BORGER in
Washington, DAVID L. GONZALEZ in New York
and bureau reports
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Long-Distance
Fee Is Put Off
By Senate Panel

By Michael Isikoff
Washington Post S8tatf Writer

The Senate Commerce Committee, sharply di-
vided over how to deal with expected surges in
telephone rates after the breakup of the Bell Sys-
tem, tentatively voted yesterday to delay for one
year the Federal Communicstions Commission’s
recent order requiring residential telephone users
to pay a monthly “access charge” for long-distance
service.

The panel, however, was unable to agree on
more comprehensive legislation prepared by its
chairman, Sen. Robert Packwood (R-Ore.), that
would have barred the access charge permanently
and attempted to guarantee universal low-cost
service for all telephone users. The committee will
reconsider the issue next week.

An angry Packwood, who found himself outma-
neuvered at the last minute by his own commu-
nications subcommittee chairman, Sen. Barry
Goldwater (R-Ariz.), and abandoned by a majority
of his panel, strongly opposed the one-year mor-
atorium as inadequate, and charged that the FCC
could circumvent it easily.

“This is not going to help the rural areas”
added Sen. Ted Stevens (R-Alaska), who also op-
posed the moratorium. “We've knocked out the
concept of universal telephone service.”

The committee’s action underscored the con-
fusion and uncertainty surrounding telecommun-
ications issues in the face of next January’s court-
ordered divestiture by American Telephone &
Telegraph Co. According to some estimates, tele-
phone bills in some states could triple.

In July the FCC approved long-distance access
charges of $2 a month for residential users and $6
a month for businesses. The charges are to grow
steadily for residential users and are expected to
reach between $10 and $12 a month by 1990.
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The access charge is intended to end the long-
manding pricing subsidy--currently estimated at
$11 billion a year—by which long-distance rates
have kept local charges artificially low.

With rising fears over the combined impact of
divestiture and the access charge, both houses of
Congress began considering legisiation this sum-
mer that would preserve the subsidy and other-
wise ensure that the poor, elderly and rural res-
idents would not be priced out of telephcne ser-
vice,

Packwood’s bill, for example, would create 2
$200 million “universal telephone service” fund, to
be financed by levies on long-distance carriers and
businesses that choose to bypass local telephone
companies and use their own systems. The fund
then would be used to subsidize local telephone
companies that have especially high costs, such as
those in rural or mountainous sreas.

Similar legislation has been sponsored in the
House by Rep. Timothy E. Wirth (D-Colo.), chair-
man of the House telecommunications subcom-
mittee, which is scheduled to take it up next week.

AT&T and other telecommunications firms
such a8 MCI Communications have lobbied
against the bills. Yesterday's action showed, more-
over, that there was little consensus on what
ghould be done.

Sen. Frank Lautenberg (D-NJ.) argued that
the industry is changing too rapidiy for Congress
to act in any comprehensive way right now,
“We're moving along pell-mel! into chaoce here,” he
said in arguing against Packwood’s proposal

In addition, Goldwater, who conducted the
commmunications subcommittee hearings on the
Packwood bili, switched gears on Monday, sent
out a brief letter to all committee members saying
he opposed the bill, and then failed to show up at
yesterday’s meeting to explain why. Committee
sources said that Goldwater's actions may have
bad more to do with personal pique at Packweod
than substantive differences on the legislation it-
self.
Lautenberg then offered—and the committee
by a 9 to 8 vote tentatively passed—the more lim-
ited amendment, which delays the acoess charge
on residential users until Jan. 1, 1985, but leaves
in place the charge on business users. Opponents
such as Stevens said that the committee’s “breath-
ing time” will be little more than six months be-
cause, after that, congressional deliberations will
be interrupted by two political conventions and a
presidential election.



Why Your
Phone Bills
Will Soar

The breakup of Ma Beil will
bring with it sharply higher
charges to users—more than
some people can afford.

Government efforts to spur competi-
tion in the telecommunications indus-
try are producing an unwanted side
effect: Sharply higher telephone bills
for users of the nation’s 108 million
phone lines.

Consumers nationwide are facing an-
nual increases of 40 to 50 percent in
the cost of telephone service over the
next two years. In some areas, rates
could jump more than 300 percent.

By 1988, experts say, the average
American family could be paying as
much as 850 a month for telephone
service, up from $10 today, in addition
to long-distance charges.

The rapid escalation in the cost of
telephone service stems from govern-
ment moves to deregulate the tele-
phone industry and the forced breakup
of American Telephcne & Telegraph
Company, a corporate giant that has
dominated the telecommunications in-
dustry for more than a century.

Consumers will feel the first impact
onJan. 1,1984. That’s the date set by the
Federal Communications Commission,
in a July 27 ruling, allowing local tele-
phone companies to charge residential
customers $2 a mcnth to connect to
long-distance lines—even if no long-dis-
tance calls are made.

Exception for Centrex. Business cus-
tomers will pay $6 a month per line for
the same service. But companies using
Centrex, a system which provides mul-
tiple long-distance lines, will pay only
$2 a month for each line. Companies
that purchase private long-distance ser-
vices and those that use data transmis-
sion will pay a separate monthly access
fee of about $25 for each of those lines.

The FCC action amended an earlier
ruling that would have allowed higher
charges for residences, lower ones for
business. It came less than a week after
legislation was introduced in the House
and Senate to slow rate increases.
Hearings on the bills began July 28.

Analysts point out, however, that any
legislation to emerge probably will
merely soften, not prevent, future in-
creases in the cost of telephone service.
Already, local phone companies in 20
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states have filed for rate hikes totaling
6 billion dollars. Examples:

s In Texas, Southwestern Bell Tele-
phone Company has asked for a 1.7-
billion-dollar increase that would boost
the average monthly phone bill from
810 to $30 a month.

@ California regulators are consider-
ing a 1.3-billion-dollar rate increase for
Pacific Telephone & Telegraph. If the
hike is granted, phone bills would rise
from $7 a month to $18.

» Chesapeake & Potomac Telephone
Company of Maryland is seeking a 218-
million-dollar rise in its rates that would
raise the average monthly bill to
$21.30.

Behind the spate of requests for
higher rates are efforts by local tele-
phone companies to recover some 9
billion dollars in revenue they will lose
at the end of 1983 when their ties with
AT&T are severed as part of a court-
ordered settiement of an antitrust case
against the giant monopoly.

Phone-industry analysts explain that
AT&T, under pressure from state regu-
lators, has used earnings from long-dis-
tance lines to subsidize the cost of local
service. With the loss of those subsidies,
they add, consumers will be forced for
the first time to pay for the actual cost
of service.

In the future, consumers may be
charged for each phone call according
to the time of day, distance and length
of the call, instead of a flat monthly
rate for local service. This would bene-
fit consumers who make few calls,

Playing Catch-Up

In years past, local phone rates
may have looked like a bargain to -
many people, because rate in-
creases did not keep pace with
jumps in overall consumer prices.

1977=100
Local Consumer

Telephone  Price
Charges index

1977 100.0 100.0
1878 101.2 105.0
1879 100.8 116.8
1980 105.3 132.6
1981 1173 146.4
1982 1308 1553
1983 (June) 1418 160.2

Since 1981, however, local
phone bills have risen faster
than the consumer price in-
dex--a trend that’'s certain to
accelerate with the breakup of
ATAT.
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while increasing the cost to those who
use the phone extensively.

Even so, some officials fear that the
rapid run-up in local rates threatens
the concept of universal phone service,
and could force 10 to 15 percent of the
nation's low-income families to drop
telephone service.

“There are going to be a lot of peo-
ple who won't be able to afford basic
phone service,” says Al Erwin, head of
the Texas Public Utility Commission.

Hard hit, too, will be customers of
small, independent telephone compa-
nies serving rural areas and small cities
such as Monroe, Wis.; Moncks Corner,
S.C., and New Braunfels, Tex.

Some independent phone companies
now charging $6 a month or less for
residential service have not had a rate
increase in more than a decade be-
cause of hefty profits from toll calls.

Says Jack Herington, government-af-
fairs director of the 1,432-member Unit-
ed States Independent Telephone Asso-
ciation: “Rates will probably double in
the next four or five years for most of the
rural companies. There’ll be 200 or 300
percent increases in places that haven't
had a rate increase in the last 15 vears.”

Heavy users leaving. Rate increases
already are driving off some large cus-
tomers of local phone companies as
more businesses and big users of tele-
phone service establish their own com-
munications networks.

In Indianapolis, a private microwave
system links 15 public-school buildings,
thus depriving the local phone compa-
ny of $700,000 a year in revenue.
South Central Bell Telephone is losing
an estimated $300,000 a year because
Southern Railway has installed a pri-
vate microwave system for direct com-
munications between offices in Ala-
bama, Georgia and Kentucky.

It'sthe threat of such competition that
lies behind rate-hike requests. William
Melody, a former FCC official who
teaches communications in Vancouver,
B.C., asserts that the phone companies
are “milking local service to pay for the
costs of upgrading local networks for
data transmission.”

Faced with the loss of revenue re-
sulting from the government success in
breaking up AT&T and encouraging
competition, local telephone compa-
nies contend that they have no alterna-
tive but to boost rates.

Their efforts, however, are expected
to arouse heated opposition in the com-
ing months as Congress and state regu-
lators feel the heat from consumers
who believe that low-cost telephone
service is a necessity, not the luxury it
threatens to become. O
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