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I'M DEIJIGHTED TO BE HERE THIS AFTERNOON. I HAVE BEEN ASKED

TODAY TO DISCUSS THE EFFECTS OF TELEPHONE DEREGUTATION ON

CONSUIIERS, A TOPIC OF PARTICUIJAR MOMENT GIVEN THE RECENT TRENDS AT

THE FCC, STATE AND FEDERAIJ I'EGISI'ATURES, AND STATB REGULATORY

coM!{rssIoNs.

THE PENDULtttlt IS SI{INGING AtfAY FROM TRADfTIONAIT REGUIJATfON TO

THE "FREE MARKET" APPROACH THAT AIJIJ OF US HAVE READ ABOUT IN

ECONOMICS 101. THAT fS TO SAY, THAT ESSENTfALIJy MONOPOITY rIRMS ARE

FREE TO PURSUE THEIR OBi'ECTIVES WTTHOUT THE DISCOUFORT AND AI,I,EGED

INEFFICIENCY OF GOVERNITIENT INTRUSION. I BEIJIEVE THAT, IN IJARGE

PART, THIS TREND IS SHORT-SIGHTED, LACKS ADEQUATE JUSTIFICATTON,

AND IS POLITICAIJIJY MOTTVATED. I{HILE RATE OT RETURN REGULATION HAS

NEVER BEEN CONSTRUED AS A PANACEA, AND DOES BURDEN UTIL,ITIES AND

RATEPAYERS AIJIKE !{ITH SIGNIFICANT REGULATORY COSTS, I HAVE YET TO

SEE AN AIJTERNATM RECUIJATORY PROPOSAT THAT HAS BEEN PROVEN AS

EFFECTTVE AS TRADITIONAL COST OF SERVICE REGULATION AT CURBING

INCENTIVES TO EXERCISE ABUSIVE MONOPOLY POIIER.

IT IS SAID THAT THE STATES ARE IJABORATORIES FOR TESTING

GOVERNMENTAL POIJICIES. THOSE POLICIES SUCCESSFUL AT THE STATE

IJEVEIJ OFTEN FIND THEIR T{AY TNTO FEDERAIJ REGULATION AND IJAII. THE

TREND TOWARD COMMUNICATIONS REFORM IS A PERFECT EXAMPtE. I|HIIJE THE

INITIAL TMPETUS FOR INTRODUCING COMPETITION INTO THE TEIJEPHONE

INDUSTRY RESULTED FROM LECAL AND FEDERAL DECISIONS, REVISIONS TO

THE I,TETHODS OF REGULATING THE TELEPHONE COMPANIES THEI{SEIJVES HAVE

IJARGEIJY BEEN SPEARHEADED BY THE STATES. THESE ACTIONS HAVE

RESUIJTED FROM TEGISIJATM INITfATMS, REGUTATORY PROCEEDfNGS, OR



BOtH. I{HIIJE Tf!{E DOES NOT PERMIT A DISCUSSION OF EACH STATE'S

APPROACH TO REGUI,ATORY REFORM, I THOUGHT IT WOUIJD BE USEFUIJ TO

OUTIJINE BRIEFLY THE EFFORTS BEING TAKEN IN A FEII OF THE

i'URTSDICTIONS,

ACCORDING TO A RECENT STUDY,*./ 1O .'URISDICTIONS ARE ACTIVEIJY

REVTEWINC SOME DEGREE OF AI,TERNATIVE RATEMAKING, 2T STATES HAVE

ADOPTED A NON-TRADITIONAIJ RATEMAKINC PROCEDURE FOR IJOCAIJ OPERATING

COMPANIES, 24 STATES HAVE ENACTED IJEGISLATIOI{ WHTCH HAS AT IJEAST

ESTABIJISHED THE FRAMETORK FOR AIJTERNATTVE REGUIJATION AND 18 STATES

CURRENTITY HAVE SOME TYPE OF RETURN-RELATED TNCENTM MECHANISM IN

PLACE. THESE NET{ FORMS OF RECULATION CAN CENERAIJIJY BE PLACED INTO

FOUR CATEGORIES:

1. BANDED PRICING - I{HICH AI,IJOI'S THE TEI.,EPHONE COMPANY TO SET

RATES FOR A GIVEN SERVICE AT ANY IJEVEIJ BETTIEEN A PRE.SET FIJOOR IND

CEIITING I{ITH NO FURTHER REGULATORY APPROVAII AND MINIMU!{ NOTICE OF

CHANGE.

THE TI{PACT OF BANDED PRICING UPON CONST'!{ERS CAN VARY GREATI,Y

DEPENDING ON THE WTDTH OF THE BANDS, THE SERVICES CHOSEN FOR

BANDTNG, THE EXTENT OF COMPETITION, AND THE CARRIER'S OVERAI,IJ

ABIIJITY TO MANIPULATE PRICES.

EXAMPLE OF STATES THAT HAVE BANDED PRICTNG INCLUDE MARYIJAND,

!{INNESOTA AND VIRGTNIA.

2. SERVICE-BY-SERVICE CLASSIFICATION - IS T|HERE SERVICES ARE
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CLASSIFIED AS COMPETITIVE, NON-COMPETITIVE, ESSENTIAIJ OR NON-

ESSENTIAL FOR THE PURPOSE OF OBTAINING STREAMI.,INED REGUI,ATORY

TREATMENT OR DEREGUIJATORY TREATMENT OF A SPECIFIC SERVICE.

E]II,MPLES OF STATES THAT HAVE SERVTCE-BY-SERVICE CLASSIFICATION

INCLUDE NORTH DAKOTA, WASHINGTON STATE, COIJORADO AND IIJL,INOIS.

3. SOCIAIJ CONTRACTS - - IS GENERAI,IJY A SITUATION T{HERE THE

TEIJEPHONE COMPANY AGREES TO A FREEZE OF LOCAL RESIDENTIAI, AND SMAI.IJ

BUSINESS RATES IN RETURN FOR DEREGUIJATION OR PRICING FI,EXIBII',TTY

FOR OTHER SERVICES. THIS ALTERNATIVE IS SUPPOSED TO BE ATTRACTIVE

TO REGUIJATORS BECAUSE IT PROMISES RESIDENTIAL RATEPAYERS SOME

REIJIEF. THE STATE OF VERMONT ITAS THE FIRST JURISDICTION TO ADOPT

THIS REGUIJATORY APPROACH.

4. PRICE CAPS - IS A METHOD WHICH INVOIJVES SETTING A MAXIMUM

PRICE OR "CAP" FOR THOSE SERVICES IN A PARTICULAR "BASKET". THIS

CAP IS PERIODICAI,I..Y AD\'USTED TO REFLECT CHANGES IN SUCT{ FACTORS AS

INFLATION AND OTHER COSTS THAT l,RE BEYOND THE COMPANY'S CONTROIJ-

IT AIJSO INCIJUDES A PRODUCTIVITY FACTOR WHICH IS DESIGNED TO PASS

THE SAVINGS OF IMPROVED EFFICIENCY TO CONSUMERS.

NOT' TO DISCUSS IN GREATER DEGREE SOME SPECIFICS AS TO THE

PRESENT APPLICATIONS OF SEVERAT OF THOSE REGUITATORYY AIJTERNATMS.

PRICE CAPS

IN 1987, THE FCC CONCLUDED THAT IT WAS NOT ITEGAIJIJY OBLIGATED

TO CONTINUE TO USE COST OF SERVICE REGULATION. THUS, IT PROPOSED

A PRICE CAP MODEI, I{HICH IT SAID TTOUI,D PROTECT CONSUMERS FROM

EXORBITANT RATES AND ENCOURAGE COMPETITION. AFTER PUBIJISHING

SEVERAIT NOTICES OF PROPOSED RULEMAKING AND REVIETIING SUBSTANTIAIJ



AND EXTENSIVE COMI'TENTS, THE FCC IMPT,EMENTED PRTCE CAPS FOR AT&T AND

IS CURRENTIJY CONSfDERING IMPOSINc CAPS ON IJOCAL TEITEPHONE

COMPANIES.

AS FOR!{UI,ATED FOR AT&T, THE FCC INSTITUTED A SYSTEM OF SERVTCE

BASKETS AND BA}TDS IN ORDER TO RESTRAIN AT&T TN ITS PRICING OF

RESIDENTIAIJ AND OTHER LESS COMPETITTVE SERVICES AND GREATER

FIJEXIBIIJITV IN MORE CO!{PETITIVE SERVTCE AREAS.

THERE ARE THREE BASKETS UNDER THE FEDERAL APPROACH: THE

FIRSI, CONSISTING OF SERVICES USED PRII{.ARIITY BY RESIDENTIAIJ AND

SI-IALIJ BUSINESS USERS. RATE fNCREASES FOR THf S GROUP CANNOT EXCEED

1I PER YEAR REIJATIVE TO THE PRICE CAP INDEX I{HICI' TS TIED TO THE

CPI. THE SECOND BASKET CONTAINS 8OO SERVICES TNITH A 5T UPPER AND

IJOWER BAND ON EACH SERVICE CATEGORY. THE FINAIJ BASKET CONSISTS OF

THE RE}'AINING SERVICES AND IS AI,SO SUB'IECT TO THE 5I UPPER AND

IJOIIER BAND.

ABOVE-BAND RATES MUST BE FIIJED ON 90 DAYS' NOTICE AND WIITIJ BE

REVIET{ED I'NDER A "SUBSTANTIAL CAUSE" TEST.

ABOVE-CAP RATES MUST BE FULLY COST-BASED AND AT&T WOULD BE

REQUIRED TO FIIJE EXTENSIVE iIUSTIFICATION FOR EXCEEDINC THE CAP.

BELOII-BAND RATES MUST BE FILED ON 45 DAYS' NOTICE WITH A

SHOT|ING THAT THE RATES COVER THE COST OF SERVICE AND ARE OTHERT|ISE

JUST, REASONABLE AND NON-DISCRIMINATORY.

fN CAITIFORNfA' THE PUBLf C UTf IJITIES COMMISSION IS ALSO

CONSIDERING A CHANGE TO A FORM OF PRICE CAP REGUITATfON THAT $rOUIrD

AITIJOI{ THE PACIFIC TEIJESIS GROUP TO EARN HIGHER PROFTIS BY OPERATING

MORE EFFICIENTI,Y. PACIFIC TELESTS AND GTE CALIFORNIA }TOULD BE



ALLOITED A RATE OF RETURN OF L2.7 5* AND stOUIrD SHARE tf ITH RATEPAYERS

A 50.50 RETENTION OF ANY PROFITS BET}IEEN L2.75l AND 16.75I.
CURRENTLY, THESE COMPANIES ARE TIMITED TO A RETURN OF 11.34T. THE

TEITCOS COUITD REQUEST A RATE INCREASE IF RETURNS FEL,L BELOtf 8.75t

FOR TI{O SUCCESSIVE YEARS.

BESIDES SPLITTING EXCESS PROFITS, CATIFORNIA T{OUIJD I.,IMIT

INCREASES IN BASIC PHONE RATES TO THE AMOUNT THAT TNFIJATION EXCEEDS

A 4.5I PRODUCTIVTTY TNCREASE.

THE PIJAN IS SCHEDUIJED TO TAKE EFFECT IN 1990 AND I|OUIJD BE

REVIEI'ED BY THE COMMISSION AFTER THREE YEARS. HOT{EVER, THE

CALIFORNTA SENATE OFFICE OF RESEARCH (SOR) HAS CRITICIZED THE

PROPOSAIJ AS POSSIBTY BEING ANTT-COMPETITIVE. THE SENATE siATT TI^I,s

RECOMMENDED THAT COMPETITIVE SAFEGUARDS SUCH AS UNBUNDIJING AND COST

AITLOCATION NEEDS To BE ADOPTED TO PREVENT ANTICOMPETITTVE BEHAVIOR.

ANOTHER CRITTCISM I{I,S THAT THE PRODUCTIVITY FACTOR I{AS TOO IJOI|,

PARTICUIJARLY GIVEN THE RELATIVEIJY HIGH THRESHOIJD FOR PROFIT

SHARING.

THE SENATE RESEARCH STAFF RSCOMHENDED THAT THE I,IEGISIJATURE

REgUIRE THE PUC TO ADOPT COMPREHENSIVE EX PARTE RULES, STREA}IIJINE

THE CoMPLAINT-PROCEDURE, DEFINE "CoMPETITIoN" AND coNsIDER

ESTABLISHING INDEPENDENT HEARING EXAMINERS AND AN TNDEPENDENT

DTVISION OF RATEPAYER ADVOCATES.

LEGISTATION

PRoBABLY THE MOST NOTORIOUS DEREGULATORY EVENT OCCURRED BY lfAY

OF LEGISIJATION IN NEBRASKA. AS MANY OF YOU MAY KNOI{, NEBRASKA, IN

1986, DERECUITATED IJOCAL TELEPHONE RATES AND ALII ATTEMPTS TO



OVER'TURN THE IJEGISIJATION HAVE BEEN UNSUCCESSFUIJ. HOI{EVER, lO DATE,

THERE SEEMS TO HAVE BEEN LITTIJE IMPACT ON EITHER RATES OR SERVICE

QUAIJITY. MY COITITEAGUES fN NEBRASKA HAVE INFORMED ME THAT US WEST

HAS NOT INCREASED ITS TELEPHONE RATES T{HTI.IE THE INDEPENDENTS HAVE

INCREASED RAIES AN AVERAGE OF 8t SINCE THE TJEGISIJATION TOOK EFFECT.

ALSO, THERE HAS BEEN NO DISCERNABLE INCREASE IN CUSTOMER COMPI,ATNTS

coNcERNINc RATES OR SERVTCE QUAIrrTy.

HOT'EVER, ONE COMPANY, THE EASTERN NEBRASKA TEIJEPHONE COMPANY,

DID PROPOSE TO INCREASE BASIC LOCAT RATES 2OOT, FROII APPROXIMATEI,Y

$4.00 PER MONTH To APPRoXIMATEITY $12.00 PER MONTH. sINcE THE

COMMISSION IS AUTHORTZED TO REVIET INCREASES OF MORE THAN 1Ot, THE

PROPOSAIJ tfAS REVIETNED AND AN INCREASE oF APPROXIMATEIJY 10Ot tfAS

AIJIJOIIED.

UNDER THE IJEGfSIJATION, HOI.IEVER, INCREASES OF 1Ot OR IJESS MAy

ONIJY BE REVIEWED BY THE UTILITY COMMISSION IF A CERTAIN PERCENTAGE

OF TELEPHONE CUSTOMERS FILE A IIRITTEN PROTEST. THE PERCENTAGE

REQUIRED VARIES FROM CO}IPANY TO COMPANY SINCE IT TS BASED ON THE

NUMBER OF CUSTOMERS SERVED. HOI|EVER, THE RANGE TS 2T FOR A IJARGE

CO!{PANY SUCH AS US T{EST AND 5t FOR COMPANIES TIITH IJESS THAN 50, OOO

CUSTOMERS. WHfITE THESE PERCENTACES MAY SEEI{ SMALIJ, THEY ACTUALTY

REQUIRE THOUSANDS OF CUSTOMERS TO FILE A PETITION CHALIJENGING THE

PROPOSED INCREASE. THUS, I'IHEN cTE, LINCOIJN TELEPHONE & TEITEcRApH

AND UNTTED TELEPHONE COMPANY FILED FOR INCREASES OF IJESS THAN 1Ot,

NOT ENOUGH PETITTONS TIERE FTI,ED AND THE INCREASES T{ERE IMPTEMENTED.

AS A MATTER OF FACT, TO DATE, RATEPAYERS TN NEBRASKA HAVE BEEN

UNSUCCESSFUIJ' THOUGH THEY HAVE TRIED, fN UNITfNG IN SUFFICIENT



Nltl'tBERS TO FIIrE AN ACTIONABLE PETITION.

NORTH DAKOTA HAS LEGISIJATION TIHICH CLASSITIES TELCO SERVICES

INTO "ESSENTIAIJ" AND "NON-ESSENTIAIJ" . BASIC EXCHANGE ' ACCESS '

TOUCTI.TONE AND 911 ARE CIJASSIFIED AS ESSENTIAIJ. CENTREX, CUSTOM

CAIJIJING, AND LONG DISTANCE ARE IN THE NON-ESSENTIAIJ CATEGORY. NON-

ESSENTIAL SERVICES ARE DEREGUIJATED. ESSENTIAL SERVICES ARE PRICE

CAPPED BASED ON A PRODUCTIVITY AND COST INDEX DETERMINED BY THE

PUBLIC SERVICE COMMISSION. THE LEGISLATION ALLOT{S THE UTfLITY

COMrIIISSION TO REQUIRE SEPARATE ACCOITNTING FOR REGUL,ATED AND NON-

REGULATED SERVTCES AND REQUTRES THE SUBMISSTON OF REPORTS FROM A

REGUIJATORY REVIEI{ COM}|ITTEE WHICH CONSISTS OF THE STATE REGUIJATORS

AND THE STATE IJEGISI'ATOR,S. THE REPORTS ARE DUE IN 1990, 1992 AND

t994 AND ARE REQUIRED TO DTSCUSS THE IMPACT OF rHE ITEGISLATION ON

TEIJEPHONE RATES, SERVICE QUAIJITY, CONSUMER COMPIJAINTS AND ANY OTHER

REIJEVANT ISSUE. SINCE THE IJEGISLATION IS LESS THAN SIX MONTHS OIrD

(PASSED IN JUI,Y OF 1989), THE PUBLIC SERVICE COMMISSION TS STII,L.

IN THE PROCESS OF REGUIJATORY fMPIJEMENTATION AND CONSEQUENTIJY, NO

DATA ON CUSTO!{ER IMPACT AT THIS TIME HAS BEEN COMPILED.

INCENTIVE REGUIJATION

rN EARIJY 1987, THE NEII YORK PUBLIC SERVICE COMMISSION ADOPTED

}'HAT IT DESCRIBE AS "INCENTIVE" RECULATION T|HEREBY THE COMMISSION

FROZE BASIC RATES FOR NEI{ YORK TELEPHONE (NYT) FOR A PERIOD OF FOUR

YEARS AND AUTHORIZED A RATE OF RETURN RANGING FROM T2\-L4?6. NYT

WAS TO RBTAIN THE EARNINGS IIITHIN THE AUTHORIZED RANGE AND EARNINGS

OVER 14t WERE TO BE SHARED WITH RATEPAYERS ON A sot.sot BASIS.

IN .'UIJY OF THIS YEAR, NYT NOTED A DETERIORATION OF ITS



INTRASIATE EARNINGS UNDER THE NEI{IJY IMPOSED INCENTM REGUL,ATION

AND ASKED THE NET{ YORK COMI{ISSION TO CONSIDBR RATE ADJUST}IENTS IN

1990 TO AVOrD A I4ASSTVE s9OO, OOO, OOO RATE TNCREASE I|HEN THE

MORATORII'U EMPIRES IN 1991. ]TS PROJECTED RATE OF RETURN FOR 1989

T{AS 10. ?7I ACCORDING TO NYT, THE FLAT{ TN THE MORATORIT'}I' THE

TELEPHONE COI,IPAM| ttAS CLAIMED WAS THAT IT FAIIJED fO CORRECT THE

FUNDAI,IENTAI PROBIJEMS Il{ THE R.I,TE STRUCTURE INITIAI,I,Y AND LEFT IN

PLACE A REGULATORY SYSTEM l{HICn WAS IIrIJ-SUITED TO THE CURRENT

ENVIRONMENT OF RAPID TECHNOIJOGICAIJ CHANGES AND INCREASING

COMPETITION. I FIND TT INTERESTING THAT THIS CRITICISM OF THE

NET{I,Y ADOPTED INCENTIVE UETHODOI,OGY IS THE SAME CRITICISM GIVEN FOR

WHY IIE SHOULD ABANDON TRADITIONAT RATE OF RETURN RECULATTON.

I PERSONAI,I.,Y, HAVE CONCERNS T{ITH SEVERAI., OF THESE RATE OF

RETURN AIJTERNATIVES AND I T{OULD I,IKE TO TAKE A MOMENT TO BRIEFIJY

SHARE SOME OF THOSE CONCERNS WITH YOU.

FTRST, BAEEEJil.!,EESL LNDER THESE SCENARIOS, ALI{AYS BEAR THE SOLE

RISK OF RECUIJATORY REFORM BECAUSE THE RESPECTM TEIJEPHONE

COUPANTES WHIIJE GAINING THE IMMEDIATE BENEFIT OF GREATER FREEDOI{

AND FIJEXIBIIJITY ALSO HAVE THE RIGHT TO RETURN TO THE STATE

COMMISSIONS FOR REIJIEF IF THE NEtl ALTERNATM FAIL'S TO MEET THE

coMpANy' s FINANCIAIJ REQUIRET'|ENTS AND EXPECTATIONS. MOREOVER ' UNDER

THESE NEW REGUIJATORY APPROACHES THE COMMISSIONS HAVE THE ADDED

BURDEN OF DILIGENTI,Y MONITORING THE COI,IPANIES ACTIONS TO INSURE

AGAINST ABUSM ANTI-COMPETITM CONDUCT AND THE DECIJINE OF SERVICE

QUAIJITY.

SECOND, THE COMPANY MAY BE TEMPTED To USE THIS DEREGUI,ATORY



T{INDOI{S TO I{ODERNIZE THE TEIJEPHONE NETWORK TTITHOUT THE HINDERANCE

OF REGULATORY OVERSIGHT THEREBY PASSTNG ATONG A DISPROPORTIONATE

ALITOCATION OF THESE NEtl COSIS TO RATEPAYERS lrHO, IN MANY INSTANCES ,

T'II,IJ BENEFIT TH8 IJEAST FROM THE MONOPOIJY NETI{ORK UPGRADING.

THTRD, COMPANIES ARE INITIATING RATE FREEZES AT A TIME OF

DECITINING COSTS IN THE TEIJEPHONE INDUSTRY SUCH THAT RATES ARE NO

LoNGER COST-BASED, AND THE CoMPANIES MAY BE EXPERIENCING AN

EARNINGS I{TIDFALL.

FOURTH, PRICE CAPS WITHOUT CONSTANT MONITORING COUI,D AIJIJOT{

FOR CROSS-SUBSIDY AS BETTfEEN REGUIJATED AND NON-REGUI'|ATED SERVICES

THUS ATIJOI|ING THE TBLEPHONE COMPANIES, AT THE COST OF RESfDENTIAIJ

CUSTOMERS, TO COMPETE T'NFAIRIJY IN THE MARKETPIJACE THROUGH STRATEGIC

OR PREDATORY PRICING.

FIFTH, TOCAL TEIJEPHONE COMPANIES STfLIJ RETAIN THEIR I,IONOPOIJY

POSITION OVER I|HAT T{E TERM THE I,OCAIJ "BOTTIJENECK'' AND I|ITH IT, THE

ABILITY To UsE THIS MARKET PottER To ITs FUIJL ADVANTAGE. THE

IJIMITED DEGREE OF COMPETITION THAT IS PRESENTIJY OCCURRING FOR MANY

SERVICES SUGGESTS THAT NOTHING HAS CHANCED TO .'USTIFY, IN SOME

INSTANCES, THE COMPLETE ABANDONMENT OF RECUI,ATORY OVERSTGHT.

SIXTH, AS THE CONSUUER FEDERATION OF AMERICA HAS STATED, UNDER

RATE OT RETURN REGUTATION AIJIJ EXCESS PROFITS TTERE RETURNED TO THE

RATSPAYER. I'NDER REGULATORY REFORM, THE COMPANY GETS TO KEEP SOME

PORTION; AND THOUGH IT TS ARGUED THAT DoING so PRovIDEs THE

CO}IPANIES T|ITH THE APPROPRIATE TNCENTIVE TO PROVIDE THE NET'

TELECOMT-IUNICATIONS TECHNOIJOGfES, T TTOUIJD oBSERVE IHAT THE

PRIVITEGES AIfARDED TO MONOPOIJY COMPANIES SHOULD BE TNCENTIVE
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ENOUGH;

AND FINALITY, !{HILE A PRf CE FLOOR IIIIJIJ PREVENT PREDATORY

PRICTNG BV THE DOMINANT CARRIER A PRICE CEITJING MAY BE SET SO HIGH

THAT RATES EXCEED THg REASONABIJE COSTS OF PROVTDING THE SERVICE.

I!{PACT ON SERVTCE OUALITY

I HAVE FOCUSED THUS FAR, ON THE RATE.MAKING ASPECTS OF THESE

VARIOUS AIJTERNATMS, BUT TIHAT IS EQUAIJIJY IMPORTANT AND POSSIBIJ!

MORE DIFFICULT TO DETECT IS POTENTIAIJ DEGRADATION OF THE QUAIJITY

OF EXISTING TEIJEPHONE SERVTCE.

oF PARAI-IOUNT CONCERN TO ME, rS THE QUESTTON OF I.THETHER THESE

REGUITATORY AIJTERNATfVES WfIJIT PRESERVE THE HIGH IJEVEIJ OF SERVICE

QUALITY THAT }'E ENiIOY TODAY FOR SMALIJER CUSTOMER CI'ASS. SERVTCE

QUAIJITY IS NOT A FEDERAIJ OR STATE ISSUE BECAUSE THE QUAIJTTY OF OUR

TETEPHONE NETIIORKS AFFECTS EVSRY RATEPAYER. THEREFORE, PRTOR TO

THE IMPITEI{ENTATfON OF A$f RATE OF RETURN ALIERNATM, REGULATORS

MUST TNORK TOGETHER TO DEVEIJOP AND PUT IN PLACE A PROCESS FOR

EFFECTIVEIJY ADDRESSING AND UONITORING SERVICE 9UAIJITY sTANDARDS.

BUT T{HY, YOU MAY ASK, }TOUtD THESE PLANS UNDERI{TNE IJEVELS OF

SERVICE QUAIJITY? MY CONCERN IS SII{PIJY THAT THESE PROPOSAIJS, IF
IUPLEMENTED, MAY CREATE INCENTIVES ON THE PART OF THE TEIJEPHONE

CoMPANTES TO FORSAKE NETI|ORK TNVESTMENT, AND THEREFORE gUAIJrry, rN

oRDER TO TNCREASE NET PROFTTS. THE BEL,L SYSTEM SERVTCE QUALrry
CRISIS IN THE LATE 1950'S RESUIJTED FROM AT&T'S EFFORTS To INCREASE

NET EARNINGS. THE COMPANY REFUSED TO INCREASE CAPITAIJ OUTIJAYS AT

A TIME T{HEN DE}IAND GROTITIT IN SEVERAL AREAS EXCEEDED SWITCHTNG
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CAPACITY. THE RESUIJTING CAPACITY SHORTAGES CAUSED SERIOUS DECLTNES

IN SERVICE QUAI,ITy, I{ITH SERVICE INTERRUPTTONS IN MAJOR EAST COAST

CITIES DURING L967.68. BY 1969, SERVICE THROUGHOUT TTIE URBAN

REGIONS OF THE EASTERN PART OF THE COUNTRY IfAS BESET BY DELAYS IN

DIAI, TONES, REPAIRS, AND INSTAIJIJATION OF NEW E9UIPI{ENT, OR COUIJD

RESUL,T IN THE DEPTOYMENT OF DIFFERENT LEVELS oF SERVICE QUALITY FOR

Df FFERENT CIJASSES OF CUSTO!{ERS, MINIMUM FOR RESIDENTIAIJ AND PREUIII}|

FOR LARGE COMMERCIAI, OR BUSTNESS CUSTOMERS.

CONCL,USION

IN IJIGHT OF MY REI{ARKS OF THE PAST FET{ MINUTES ' IT MAY

SURPRISE YOU TO KNOW THAT I Al{ NOT OPPOSED To REGUIJATORY REFORM.

I AM COGNIZANT oF THE ECONOIIIC AND TECHNOLoGICAL CHANCES OCCURRING

IN TH8 INDUSTRY. I BEI,IEVE, HOITEVER, THAT CHANGE FOR CHANGE'S SAKE

f S NOT PROCRESS: IT IS MEREIJY THE REPLACE!{ENT OF ONE FORM OF

REGUITATION FOR ANOTHER. BEFORE I I{IIJIT SUBSCRIBE TO A PARTICUIJAR

AIJTERNATIVE APPROACH, IT MUST BE PROVEN THAT THE CHOSEN METHOD OF

RE-REGULATION I{IIrt IMPROVE THE OVERAIJIT STATE OF TEIJECOMI{UNICATIONS '
THAT IT t{IIrIr INCREASE EFFICIENCIES, YIEIJD TECHNOIJOGICAII

INNOVATTONS, CREATE, IIHERE APPROPRIATE, SUSTAINED PRICE REDUCTIONS,

AND THAT BENEFITS I{IIJIJ APPRECIABIJY EXCEED RISKS. I,ET US NOT

PROCEED I{II,IJY-NIITIJY INTO RADICAL REVISIONS TO LONG-STANDING

REGUIJATORV METHODS, ABSENT ASSURANCES THAT THE DEVIIJ tfE KNOSI IS NOT

BETTER THAN THE ONE TIE DON'T. I BEIJIEVE THAT ANY CHANGE SHOULD

PROCEED SIJOTTIJY, CAUTIOUSIJY, ON A SERVICE-BY-SERVICE BASIS, AND ONIJY

AFTER A CIJEAR AND CONVINCING SHOT{ING THAT IT TS IN THE TTIE PUBTIC

INTEREST TO ADOPT CHANGES, SAID A DIFFERENT WAY . THAT IT I{IIJIJ BE
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IN THE BEST INTEREST

TTIANK YOU.

OF THE CONSUI,TER AND THE COUPANY AIJIKE.
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