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CALIFORNIA BUSINESSES ARE GETTING “A BUSY SIGNAL” WHEN IT COMES TO  
INVESTMENTS IN COMMUNICATIONS INFRASTRUCTURE 

In a letter to the PUC, LAEDC President Lee Harrington says AT&T and MCI have an unfair  
market advantage, and California consumers are being “disconnected” when it comes to  
lower phone rates.  

Los Angeles, CA — California telephone rate payers are paying some of the highest phone  
rates than elsewhere in the country, even though the costs to do business here is less ex- 
pensive, and phone companies are not investing in California’s infrastructure. That’s the mes- 
sage in a letter addressed to California Public Utilities Commission (PUC) President  
Michael R. Peevy from the Los Angeles County Economic Development Corporation (LAEDC). 

 In his letter to the PUC, LAEDC CEO & President Lee Harrington encouraged the  
Commission to include economic development principles among its criteria used to the  
regulatory issue of “unbundled network elements platform’ or UNE-P.” 

“California’s economic competitiveness has benefited greatly from massive early  
investments in water provision, transportation and communications infrastructure,” said  
Harrington.  “These far-sighted expenditures have underpinned decades of growth in what  
is now the world’s sixth largest economy. Our future success, however, remains uncertain  
pending a renewed commitment to upgrading and maintaining a world-class infrastructure.” 

The LAEDC is concerned that the current pricing of UNE-P has had the unintended con- 
sequence of discouraging investment in the telecommunications sector while failing to  
provide substantial relief for California customers. 

“The California UNE-P requires local phone companies such as SBC and Verizon to lease  
sections of their network to competitors for $15 per line,” explained Harrington.  “SBC’s  
filings show that the current rate structure is substantially below costs, which are estim- 
ated at $30 per line.  If true, this $15 loss per line represents an extraordinary subsidy to  
SBC’s competitors, and a strong disincentive for future investment in network capacity and  
technology upgrades in California.” 

SBC’s real cost per line is the subject of intense regulatory scrutiny.  Without delving into  
the details of the complex issue, Harrington said the LAEDC is concerned by several dis- 
turbing trends. 

“First, California UNE-P pricing is substantially lower than in most other states, yet the sav- 
ings do not appear to have been passed along to California customers,” he said.  “Only four  
states have lower UNE-P rates than California’s $15 charge per line.  Indeed, fourteen states  
charge $25 per line or more.  The lower line rates in California do not appear to have trans- 
lated into savings for customers.  MCI’s Neighborhood Complete and AT&T’s One Rate USA  
each cost $49.95 per month in Massachusetts, Virginia, and Texas, where UNE-P rates are  
$22.86, $20.43, and $20.47, respectively.  In California, despite UNE-P rates $5.43 to $7.86  
lower, the same MCI Neighborhood Complete plan costs the same $49.95 and the AT&T  
One Rate USA plan is $48.95 per month. 



“Second, SBC’s investment trends strongly support the conclusion that there is a gap bet- 
ween the cost to maintain each line and the revenue generated by UNE-P fees.  SBC invest- 
ment in California has fallen from $8 billion in 2002 to $5 billion in 2003.  Moreover, SBC is  
actively paying down its debt.  This is significant because long-term interest rates are at their  
lowest level in more than 40 years, suggesting SBC could refinance debt at very favorable terms.   
By paying down debt instead of investing in California, SBC is signaling that it does not believe  
it can earn a risk-adjusted return sufficiently higher than corporate bond rates to justify the invest- 
ment.  This is a reversal from just a few years ago when SBC was taking on debt in order to  
invest, despite prevailing interest rates that were much higher then than they are today. 

“Third, the new entrants to the local service market in California are not investing either.   
AT&T and MCI, in particular, have taken advantage of the UNE-P rates to provide welcome  
competition, yet are investing little in California infrastructure.  If there were money to be made,  
they would be investing more in their own capacity. 

“Fourth, the number of well paying telecommunications jobs has fallen in Los Angeles County,  
which the local phone service providers attribute in part to an unfavorable UNE-P rate structure.   
Unionized phone companies such as SBC pay their workers wages that are higher than the  
county average. 

Additionally, Harrington notes that there are few visible benefits from California’s current rate  
policy.  California customers have not seen the savings from some of the lowest UNE-P fees  
in the nation, and none of the major telecommunications players appear to be investing in  
state infrastructure.  Meanwhile, employment in the industry is falling Harrington wrote. 

“There are, of course, numerous contributing factors besides rates at work,” said Harrington.  
“The hyper-investment during the telecommunications bubble, 1998-2001, pushed capacity  
far ahead of demand.  The economic downturn further weakened demand, and costing at  
least some job losses in the telecommunications industry.  These factors are consistent  
with a drop in overall telecommunications investment.  Finally, there is the perceived gap  
between the local telephone companies’ cost and revenue per line,” he said. 

The LAEDC believes that the pricing component for UNE-P rates must include a component  
for the continuous upgrade and improvement of the telecommunications infrastructure.  An  
effective long-term incremental pricing structure should create an incentive for private invest- 
ment in the telecommunications network.  Fairness also suggests that those who will derive  
future benefit from an upgraded network help to fund the investment that will create the im- 
provements.  

“The UNE-P rate issue is just one example of the need to incorporate economic development 
principles in PUC decision-making, which in the long-term will benefit California service pro- 
viders, businesses, and consumers alike,” said Harrington.  

The LAEDC is a private, non-profit organization whose mission is to attract, retain and expand  
business and jobs in the region. It provides economic and industry forecasts as well as strategic  
consulting in trade, infrastructure, logistic and land use. The LAEDC Business Assistance  
Program works one-on-one with businesses throughout the county. Visit www.laedc.org .  
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incentive for private investment in the telecommunications network.  Fairness also 
suggests that those who will derive future benefit from an upgraded network help to fund 
the investment that will create the improvements. 
 
The UNE-P rate issue is just one example of the need to incorporate economic 
development principles in PUC decision-making, which in the long-term will benefit 
California service providers, businesses, and consumers alike. 
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