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THE FORCES OF TECHNOLOGY rlAVE REQITTRITD A REEVALUATION AND

REDEFINITION OF THE STRUCTURE OF TELECOMMUNICATIONS SERVICE

MARKETS.

THE FEDERAL TREND TOTIAF,DS DEREGULATION OF TI{E TEI,ECOMT,IUNICA-

TIONS INDUSTRY IIAS PLACED SUBSTANTIAL POLITICAL PRESSIJRII ON THE

STATE COMMISSIONS WHERE PRIMARY CONCERN HAS BEEN THE CONTI}TIiATION

OF ATFORDABLE RATES FOR RESIDENTIAL AND SMALI, BUSINESS CUSTOMERS.

MANY OBSERVERS HAD SPECULATED THAT TECHNOLOGICAL, ECONOMIC AND

POLICY DEVEI,OPUIENTS WOULD COI{PEL MORE STATE OFFICIAI,S TO PEB,I{IT

SOME FORM OF TELECOMIvIUNICATIONS FLEXIBII,ITY.

STATE INITIATIVES

IT YIOULD APPEAR TITAT THOSE OBSERVATIONS IIIEF-E COF,RECT. SINCE

1983, ALMOST T{ALF OF TI{E STATES T{AVE EI{ACTED MAJOR I,EGISLATION

PROVIDING TOR F.EDUCED REGULATIOI'I OR DEREGULATION OF COMPETITI\TE

TELEPHONE SERVICES. AS OF SEPTEMBER 1 , L987, TI{ENTY-TI,{O STATES

HAVE ENACTED TWENTY.TIVE DEREGI]LATION STATUTES. WITH TI{E NOTABLE

EXCEPTICN OF NEBRASKA. THESE STATUTES HAVE L]iFT THE ACTUAI,



TO DEREGUI,ATE IN TIIE I{ANDS OF

!/

IN JUNE or Lg87 THE IiIASHTNGTON urrl,rrrEs AND TBANSPoRTATToT\IcoMMrssroN GRANTED THE PETTTION oF AT&f coMlr,IUNrcATroNs oF THtriPACIFIC NORTIIIfEST OF (ATTCOM-PACIFIC) TOR CLASSIFICATION AS ACOMPETITIVE CARRIER AND WAIVED VARIOUS STATUTIIS AND RULES CON-CERNING BUDGETS, EXCESSIVE EARNINGS, AND SERVICE OFFERINGS. A1986 LAI$ REQUIRES THE PUC TO CLASSIFY A TELECOM.'II'UNICATIONS
PROVIDER AS CO}TPETITIVE IF IT FINDS, AFTER iVOTICT AND EEARINGS,T}IAT TI{E COMPANY'S SERVICES ARE SUBJECT TO I'EFFECTIVE 

COMPETI-TTON'' I'HICH MEANS THAT CUSTOMERS HAVE REASONABLY AVAII,ABLEsERvrcE ALTERNATTVES AND THAT THE coMPAt'IY DoFS NoT HAvE A srGNrF-ICANT CAPTIVE CUSTOMER BASE.

I{onoEvER' THE puc FouND THAT ATTcoM-pAcrFrc RETATNED v'sTrcEsOF I'{ARKET POWER IN CERTAIN LOCATIONS AND MADE ITS COMPETITIVECLASSIFICATION CONDITIONAL. THESE CONDITIONS ARE THATarrcoM-PAcrFrc SHALL 1) coNTTNUE CITARGTNG cEoGRApHIcALLy t NrFoervlRATES, 2) CONTIIVUE PROVIDIIIIG SERVICE IN AI,L AREAS OF THE STATE,3) BE RESTRICTED IN ITS ABILITY TO CHANGE PRICES CHARGED TOcusToMERs I-IsrNG oNE HouR oF LoNG-Dr-sTAIvcE sERVrcE pER [foNTHRELATIVE TO THE PRICES CFARGED TO CUSTOIIERS LTSING TEN HOURS OFI,ONG.DISTANCE SERVICE PER MONTH, AND 4) BE RESTRICTED FFOMPLAC'}.G PROHIBITIONS OR SUFCHARGES FOR R,BSAI,E OR SHARED USE OF

DECISION ON WHETHER

TEE STATE F"EGULATORY

AND I{OW MUCH

COMMISSION.



ANY INTEREXCIIANGE SERVICE OR FACILITY.

REMAI}I IN EFFECT UNTIL AT LEAST I'IARCII

TI{E COI\TDITIONS ARE TO

1, 1990.

AS A RESULT OF TTS CLASSItr'ICATION AS A COIVIPETITIVE CARRINR '

ATTCOM-PACIFIC IS PERMITTED TO FILE PRICE LISTS IN LIEU O!'

TARIFFS. IN DECLARING THE COMPANY COMPETITIVE ' TI{E PUC FOI]ND

TEAT ATTCOM-PACIFIC I{AD EXPERIENCED A SIGNIFICANT DECI'INE IN

IVIAFTET SI{ARE, EASE OF MARKAT ENTRY WAS SI{OI$N ' CONSI]MERS HAD

SERVICE ALTERNATIVES, AND ATTCOM-PACIFIC DID NOT HAVE A SIGNIFI-

CANT CAPTIVE CUSTOMEB BASE. THE PUC CONSIDERED AND RE'TECTED

VARIOUS PROPOSALS FOR THE REGULATION OT ATTCOI\iI-PACIFIC STICH AS

THE IMPOSITION OF A RATE OF RETURN CAP, AND PRICE BOUNDARIES

EITHER BECAUSE TI{EY WERE CONTRARY TO TEE FLEXIBILITY STATUTE OR

THEYWERENoTWoRKABLEINACoMPETITTVEMARKET.

TI{E MARYLAND PSC HAS ALSO RELAXED ITS BEGULATORY CONTROL

OVEF, ATSIT COMMUNICATIONS OF I'ARYLAND' INC. (ATTCOM-MARY]-AND)' IN

:|984, THE PSC FXAMINED WHETHER MARKET FORCES WERE SI]FFICTENT TO

COUNTER A NOYINANT I,{ARKET SEARE HFI,D BY ATTCO!/!-MARYLA}TD ' TTIE

COM}IISSION CONCLUDED TITAT IIARKET FORCES I/VEBE NOT SI]FFICIENT ' BliT

THAT IT VIAS NOT NECESSAP,Y TO RETAIN TBADITIONAL PATE BASE ' RATE

OF RETURN REGULATION OVEF THE COMPANY. THIS CONCI'IISION WAS

REACI{ED AFTER THE COMI'IISSION RECEIVED EVIDENCE CONCERNING

ATTCO!,1-MARYLAND'S MARKET SHARE, EASE OT' ENTRY' CAPITAL EXPANSION



CAPACITY OF OCCS, AVAILABLE ALTERNATIVES AND THE AVAILABILITY OF
EQUAL ACCESS.

THE PSC AUTIIORIZED THE COMPANY TO FILE I'OR ETPEDITED RATE
CEANGES, SO LONG AS THE CITANGES WERE WITHIN A BAIVD BANGING FROM A
MTNTMUM aF 5% BELow A PSc sET RE'ENUE REQ.TREMENT To A &rAxrMUM or
5% ABO'' THE REVENUE REQUIREMENT. 

'IOWEVER, 
TIIE COMMISSION AI,SO

.RDERED THAT THE coMpANy's FTNAN.TAL opERATToNS BE r',IoNrroRED.

IN 1.986, TIIE MARTLAM) PSC DETERMINED THAT TIIE COMPAI-IY SHOUI,D
BE GrvEN GBEATER pRrcrNG DrscRETroN. THUS, ATTCou-MARYLAND r,TouLD
i{O LONGER BE REQUIRED TO FILE FOR EKPEDITED RATE CI{ANGES WITHIN
THE PSC'S PAP"AMETERS. HOWEVER, THE COMMISSION WOULD CONTII\ru' TO
REQUIRE FINANCIAL MONITORING, WOULD NOT ACCEPT GEOGRAPT{ICALLY
DEAVERAGED RATES AND WOULD REQIJIRE THAT ANY PROPOSED RATE DESIGN
CHANGES OR NEW SERVICES BE DOCUMENTED AS TO THEIR REASONABLBNESS
PRIOR TO ACCEPTANCE.

MOST RECENTLY, THE MARYLAND COMMISSION IS CONSIDERING A
REQUEST BY ITS BOC, C&P TELEPIIONE, THAT BASIC SEBVICE RATES BE
FROZEN AND MARKET BASED PRICING BE APPLIED TO SERVICES WHICH AP.E
OPTIONAL OR WHICH FACE SIGNIFICANT COMPETITION. C&P ESTIMATED
THAT STICH MARKET.PRICED SERVTCES WOI]LD F,EPRESEN T 4Oq. OF ITS
REVENUES.



RATES TO BE ''PROTECTED'' INCLUDE BOTII DIAL TONE AND USAGE

PORTIONS OF RESIDENTIAL SERVICE. FOR BUSINESS, DIAL TONE RATES

WOULD BE FROZEN AND USAGE RATE INCREASES WOULD NOT EXCEED 2 CENTS

PER MESSAGE OVER FOUR YEARS. MARKET PRICED SERVICES WOTILD

TNCLIJDE CENTREX, PUBLIC PHONES, CUSTOM CALLTNG FEATURES, WATS,

PRIVATE LINE, SPECIAL AND SWITCEED ACCESS, BILLING AI$D COLLEC-

TION, 976, YELLOW PAGES AND INSIDE WIF,E INSTALLATION AND MAINTE-

}TANCE.

THE COMMISSION I{AS ESTABLISHED A TASK FORCE TO REVIEW THE

PROPOSAL. ITS REPORT IS DUE BY DECEMBER 31, L987,

ALSO IN 1986, THE NEW JERSEY BOARD OF PUBLIC UTILITIES

ADOPTED RULES PERMITTING INTRASTATE INTERLATA CARRIERS TO CIIANGE

RATES FOR COMPETITIVE SERVICES WITEOUT PRIOR APPROVAL. T.TE RULES

ALLOW LONG DISTANCE COMPANIES TO ADJUST IIVDIVIDUAI, RATES BY AS

MUCH AS 25% SO LONG AS THE BOARD IS NOTIFIED. }TOWEVER, TI{E BOARD

RETAINED THE RIGRT TO SUSPEND ANY RATE CHANGE FINDING IIEARINGS

AND FORMAL FINDINGS.

THE MICHIGAN PUBLIC SERVICE COMMISSION ADOPTED A I{YBRID FORI,I

OF REGULATION UNDEF. WHICH ATTCOM-MICT{lGAN I{AS LBSS REGULATORY

FREEDOM THAN OTEER CERTIFICATED INTERRXCHANGE CARBIERS, BUT

EI'TJOYS A SUBSTANTIAL AMOUN'| OF RATB FLEXIBILITY. ATTCOM-ilIICHIGAN

WAS AUTHORIT,ED TO EARN A RATE OF RETURN WTTHI}T A SPECITIED RANGE.



WAS PERMITTED TO ENGAGE IN LIMITED FLEXIBLE PRICING AND WAS
ALLOWED TO CONDUCT MARKET TRIALS AND RATE ETPERIMENTS TINDER A
STREAMLINED APPROVAL PROCESS.

IN JANUARY OF Lg87 A TWO-PART DEREGULATION BILL BECAME LAW
IN MICHIGAN. PART ONE ALLOWS FLEXIBILITY IN THE REGULATI'N oF
CERTAIN SERVICES THAT FACE COMPETITION OR ARE CONSIDEBET} NEW,
PROMOTIONAL OR ETPERIMENTAL. RATES WOULD TAKE EFFECT WITHIN 30
DAYS OF FILING WITIIOUT A FORMAL PROCEEDING. PART TWO PERMITS TITE
TOTAL DEREGULATION OF COMPETITIVE SERVICES. THE I{ICEIGAN PUBLIC
SERVICE COMMISSION WOULD DETERMINE WHETHER A SERVICE IS COII{PETI-
TIVE, BUT THE LAW ALSO PROVIDES THAT THE PSC WOULD LOSE ITS
AUTHORITY TO REGULATE TELECOMMUNICATIONS ON JANUARY 1, 1gg2.

NORTHWESTERN BELL RECENTLY INITIATED THE INTRODUCTION OF A
BILL IN SOUTH DAKOTA IYHICI{ CALLS FOR THE IMMEDIATE DEREGULATION
OF LOCAL SERVICES AND THE REMOVAL OF THE PUC'S OVERSIGI{T OF LOCAL
RATES. OF COURSE, THq PUC RESISTED AND THE I,EGISLATION IIAS BEEN
REVTSBD SEVERAL TIMES. THE PUC IS NOT OPPOSED TO DEREGULATION
PER SE, BUT BEI,IEVES THAT IT SHOULD BE DONE ON A GRADUAL BASIS
AND SHOULD FOLLOW PROPER ADMINISTRATIVE PROCEDURES. THq PUC HAS
RELUCTANTLY AGREED TO THE CLASSIFICATION OF SERVICES AS
NON.COMPETITIVE, EMERGING COMPETITIVE AND FULI,Y COMPETITIVE FOR
DEREGULATORY PURPOSBS, BUT INSISTS THAT IT IS THE ONE TO CLASSIFY



THE SERVICES. NORTI{I|MSTERN BELL RAS TAKEN TI{E POSITION TIIAT IT

IS IN TEE BEST POSITION TO KNOW TEE STATUS OF ITS SERVICES.

TEE LEGISLATION IS AT A STALEMATE PEI{DING A STIIDY BY A

LEGISLATIVE COMMITTEE. IIOWEVER, TIIE PUC IIAS STATED TEAT IF THE

FINAL VERSION OF THE BILL IS PASSED OVER ITS OBJECTION. IT WILL

SEEK A REFERENDUM.

TITE WEST VIRGINIA PUBLIC SERVICE COMMISSION ISSUED A GENERIC

ORDER AUTHORIZING STREAMLINE"D REGULATION OT ALL INTF,ASTATE

INTARLATA TELEPHONE CARRIERS ON AN EQUAL BASIS. THESE CARRIERS

ARE NO LONGER SUBJECT TO RATE BASE, RATE OF RETURN REGI'LATOF"Y

OVERSIGHT. HOWEVER, THEY ARE GENERALLY PROEIBITED TROM ENGAGING

IN ANTICOMPETITIVE BEHAVIOR, INCLUDING RATE DEAVERAGING. FUR-

THER, THE PSC DID NOT STREAMLINE ITS REGULATION OF SERVICE

ABANDONMENTS.

FINALLY, THE ILLINOIS COMMERCE COMMISSION DETARITTED

CENTREX, BUT RULED THAT ILI,II\TOIS BELL I{OULD STILL BN REQUIRED TO

KEEP CURRENT RATES ON FII,E 'IVITH THE COMilIISSION.

TI{E DISTRICT OF COI,UMBIA COMMISSION i{AS ALSO INVESTIGATED

THE FEASIBILITY OF DEREGULATING CENTREX SERVICE.



CENTREX IS AN EXTRE},{ELY IMPORTANT SERVICE IN THE DISTRICT O.r,
COLUMBIA BECAUSE IT COMPRISES 429O OF OUR OPERATING COMPAI.IY'S
ACCESS LINES AND 42% OF ITS INTRASTATE REtrTENUES. THIS LARGE
DEPENDENCE ON CENTREX REVENUES IS UNIQUE AMONG LOCAL EXCHANGE
.ARRTERS ' 2/ ALso 

'NTQUE 
rs THE coMpANy,s HEAvy RELTAN.E oN THE

FEDERAL GOVERNI{ENT AS A CENTREX CUSTOMER. GSA IS C&P LARGEST
cusrol\'rER, usrNc B4To oF THE cENrREx LrNEs rN sERVrcE. TEE FmERAL
covERNI\'lENT AS A wHoLE usES T3To oF cr*TREx LTNES.

IN 1985, THE COMPANY PROPOSED NEIY CENTREX BATES. IN THIS
PROCEEDING THE OFFICE OF PEOPLE'S COUNSEL ARGUED TEAT THE COMPET-
ITIVE ENVIRONMENT REQUIRED TI{AT CENTREX BE TREATED AS A SPECIAL
CATEGORY OF SBRVICE, WITH AN IMPUTED REVEMJE REQUIREMENT UNDER
wTIrcH CS.P ITVOULD IIAVE BROAD FLEXrBrLrry To pRrcE CENTREX AS rr sAlv
FIT. 3 /

C&P OPPOSED THIS PROPOSAL. iNSTBAD, THE COMPAI{Y PROPOSF,D TO
CONTINUE ITS PRESENT RATE STABILITY PLAN AIID INSTITUTE A NElf
PLAN, ,I{HICH CONTAINED A THREB YEAR CONTRACT LIFE AND SUBSTANTIAL
PRICIIVG REVISIONS, RANGIIIG FROM REDUCTIONS OF LO% TO grqO. C&P
ALSO PROPOSED TO IMPLE}IENT A FULL CALC CREDIT OF S2. OO TO ENSI]RE
CO}ITINUED COMPARABILITY \tTITH PBX SYSTEMS.

TIIE COMMISSION REJECTED THE PROPOSAL

CEIITRE)( REVENUE REQUIREMEITT CATEGORY. trE

TO CREATE A SEPARATE

ITERE }IOT PREPARED TO



RELINQUISH REGULATORY AUTHORITY OVER A SERVICE IIEICH UTILIZED

SUCH A SUBSTA}ITIAL PORTION OF COMMON CENTRAL OFFICE FACII,ITIES

AND OUTSIDE PLANT.

WI{ILE TITE COMMISSION TIAS ABSOLUTELY CONVINCED THAT CENTREX

REQUIRED A SPECIAL REGULATORY RESPONSE, WE WERE }IOT PERST'ADSD

THAT THE C8"r'P PROPOSAL WOULD PROVIDE THAT RESPONSE. trTE REASONED

THAT THE CUSTO!{EF,S 'ryITII 10, OOO LINES OR I,!OF.E COULD NOT SOLICIT

BIDS FROM VENDOB,S, AWARD A CONTRACT AND COMPLETELY INSTALL A PBX

SYSTNM IN LESS THAN THREE YEARS. THEREFORE, THE PI,AN AS PROPOSED

BY THE COMPANY WOULD HAVE NO IMPACT UPON TIIE PROCUREIIENT DECI.

SIONS OF ITS LARGE CUSTO}'ERS AND TIIUS FAILED IN PROVIDING THE

INDUCEMENT TO RETAIN CEN"TBEX SERVICE. WE THEREFORE, ORDERFID TEAT

I,ARGE CUSTOMERS COUI,D ONLY ELECT THE NEW PLAN, WITH THE PROPOSED

RATE REDUCTIONS, IT THE CUSTOMER SIGNED UP T'OR A FIVE YEAR

PERIOD. IN ORDER TO FURTHER II{DUCE CIJSTOMER COilIMITMENT, I,\TE

AGRBXD THAT THE RATES FOR THE I\TEW SERVICE WOULD ONLY RT] ADJUSTED

UPIfARD BY AN AMOUNT NOT TO EXCEED THE PERCENTAGE INCREASE IN THE

CONSTJMER PRICE INDEX DURING THE PREVIOUS T'IVELVE MONTHS. TI{E

COMIiIISSION WAS SO CONCERI{ED WITIT TIIE POTENTIAI, REVENI]E LOSSES

ASSOCIATED WITI{ CENTREX THAT WE ALSO GRANTM C&P'S REQUEST FOR A

FULL CALC CF"EDIT ON THE INTERCOM RATE.

THESE E,'(A[{PLES II,T,USTRATE THAT STATE COMMISSIONS HAVE NOT

BECOME ANACHRONISMS. RATHER. THEY ARE I{II,I-,II\TG TO INVESTIGATE {ND



DEVELOP INNOVATIVE PRICING TECHNIQUES AND IMPLEMENT TTIEM WHERE
AND I'TEEN TI{EY ARE APPROPRIATE. STATE REGULATORS ARE VERY MUCI{
AWARE TTIAT THE COMPANIES THEY REGULATE MUST BE ABLE TO ACT
QUICKLY IN ORDER TO TAKE FULL ADVANTAGE OF THE NEW COMPETITIVE
ENVIRONMENT.

FOR THIS REASON, SEVBRAL STATES IIAVE ESTABLISHED A RANGE OF
ALLO\fABLE RATES-OF-RETURN INSTEAD OF TARGETING A SPECIFIC RATE.
IN CONNECTICUT, PRICES FOR SOUTHERN NEW ENGLAIVD TELEPTIONE (SNET)
ARE SET TO MEET A TARGET RATE-OF-RETURN OF L3%, EQUITY RETURNS OF
L37o To ts's% ARE RETATNED By 

'NET, 
BUT RETURN' BET*EEN 13.s% AND

tq's% ARE sPlrr BET*EEN 
'HAREH.LDER' 

AND RATE'A'ER'. pRoFrrs rN
EXCESS OF tq.Z% ARE RETURNED IN FULL TO RATEPAYERS. SNET IS NOT
PERMITTF,D TO FILE FOR A RATE INCREASE UNTIL AT LEAST 1989 UNLESS
ITS RATE OF RETIIRN FALLS BELOW 11% TOR ONE YEAR.

wrscoNsrN BELL'S TARGET RATE oF RETURN rs i-3.sTo, BUT rr .AI.I
RETATN ALL EARNTN.S up To L4%. EARNTNGS rN THE 14% To Ls.57o
RANGES ARE SHARED BY RATEPAYERS AND SI{AREHOLDERS. EARNINGS OVER
15'5To ARE RETURNED To 

'HAF.EH.LDER'. 
wrscoNsrN BELL HAS AGREED

I\'IOT TO FILE FOR A RATE INCREASE UNTIL LgSg AND THEN O}ILY ltr' ITS
RETURN ON EQUITY FALLS BELOW t2.5%.

IN THE STATE OF \{AS}IINGTON, THE UTILITIES
COMMISSION HAS PROPOSED,,INCENTTVE REGUT,ATION"

AND TRANSPORTATION

ITHICE \TOUI,D



ESTABLISTI A RANGE FOR RATE OF RETURN AND DEVELOP I}TDICES TO

MONITOR SERVICE QUALITY.

RATES WOULD BE SET TO RECOVER A F,ETURN IN THE II,'IDDI,E OF THE

RANGE. TEE COMPANY WOULD AGREE NOT TO SEEK A RATE INCB.EASE

UNLESS ITS RETURN FELL BELO1Y THE LO\TER EIVD OF THE RANGE. AI,SO

BEING CONSIDERED IS A ''BONUS'' RATE OT RETURN UNDER ITHICR TELCOS

WOULD KEEP SOME EARNINGS OVER TEE AUTHORIZED RETURN AI{D THE REST

WOULD GO TO THE RATEPAYERS,

SERVICE QUAI,ITY INDICES SUGGESTED BY THE WUTC II$CI,UDE

ENGIMEBING I'ACTORS SUCH AS BLOCKAGE RATIOS, PLANT USE FACTORS

AND QUALITY OF CONNECTIONS AND CUSTOMER SERVICE FACTORS, SIJCH AS

THE NUMBER OF JUSTIFIED COMPLAINTS. FINANCTAL INDICES ALSO MIGHT

BE DEVELOPED.

THE DISTRICT OF COLUMBIA COMMISSION RECTNTLY ORGANIZED A.

1VORKING GROUP TO STUDY THE COMPETITTVE ENVIRONMENT FACING TH!:

CHESAPEAKE AND POTOMAC TELEPHONE COMPANY. THE GROUP WILL RECOI{-

MEI.TD REGULATORY APPROACHES TO ADDRESS CURRENT AND FUTURE MARKET

CONDITIONS. ITS REPORT IS DUE NO LATER THAN DECEMBER 30, 1988

AND COULD HAVE A DRAMATIC IMPACT ON THE MANNEB II.T I,fi{ICH C&P IS

REGUI,ATED. ll

PRICE CAPS



I woULD BE RETiIISS IF I DID NoT AT I,EAST MENTIoN THAT THE FccIS CONTINUING ITS STEADY MARCII DOWN THE DEREGULATORY PATH \MICH
WAS BEGUN BY FORMER FCC CHAIRMAN MARK FOWLER. THE ONLY DIFFER-
ENCE IS TEAT INSTEAD OF MARCEING "BACK TO TIIE FUTURE" WE ARE
GOING FORWARD WITH PRICE CAPS.

ON AUGUST 21, tg87 THE FCC RELEASED A NOTICE OF PROPOSED
RULEMAKTNG (NpRM) rI{ lrErcH rr sorJGHT coMIr4ENTs oN rrs pRoposAl To
REGULATE DOMINATE CARRIERS THROUGH THE USE OF PRICE CAPS . 5/
THIS IDEA ORIGINATED IN 1984 WHEN GREAT BRITAIN APPLIED IT TO
BRITISH TELECOM. THE FCC'S RATIONALE WAS THAT THE USE OF PRICE
CAPS ''TfOULD ENCOURAGE GREATER EI'FICIENCY AND INNOVATION. . .
ESPECIALLY IN LESS COMPETITIVE MARKETS, I{OULD DECREASE INCENTIVES
To slIrFT cosrs FRoM MoRE To LESS coMPETrrrvE sERvrcE OFFERTNGS
AI{D COULD REDUCE, IT NOT ELIMINATE, ANY PERVERSE INCENTIVES TO
INFLATE RATE BASES,, . 6I

r, AS A STATE REGULATOR, DO NOT BELIEVE THAT COUIPETITION
INCREASES AS REGULATION DECREASES. RATHtr]F", I BELIEVE THAT THE
INVERSE IS TBUE. THAT IS, TRT'E COMPETITION WILL LEATI TO LESS
REGULATI'N' r DT'AGREE unrr' THE Fcc's ALLEGATT'N TI{AT pRrc' cApsI'ILL ENCOURAGE EFFICIENCY AND INNOVATION. AI.I, T}IAT IT V/ILL
ENCOURAGE IS ENORMOUS PROFITS FOR THE COMPANY AND NO BEI\TEFITS FOR
RATEPAYERS.

I2



FOR EXAMPLE, THE FCC IIAS PROPOSED THAT ADJUSTMENTS TO TI{E

CAPS BE TIED TO EITHER THE CONSUMER PRICE INDEX (CPI ) OR THE

PRODUCER'S PRICE INDEX (PPI). THE AGENCY EXPRESSED A PREFERENCE

FOR THE PPI BECAUSE TI{E FCC BELIEVED TI{AT IT IfOULD MORE ACCURATE-

LY REFLECT THE CARRIF:R'S COST OF PRODUCING ITS SERVICES. 7I

THE INDEXING OF CAP ADJUSTMENTS WAS ONE OF THE ISSUES

DISCUSSED ON NOVEMBER 11, L987 AT A HEARING HELD BY EDWARD J.

MAF.KEY (D. MASS). DURTNG FrVE r{OURS OF TESTTMONY, ONLY AT&T, THE

FEC, AITD REPUBLICAN CONGRESSMAN HAD ANYTHING GOOD TO SAY.

MR. MARKEY DISPLAYM A CHART OT' A STEEPLY CLIMBING CPI,

RISING 188.5% SINCE L975 AND TELEPHONE PRICES TEAT ![ENT UP ONLY

77.8%, ILLUSTRATING A DECLINING COST INDUSTRY. 8/

THE CONSUMER FEDERATION OF

THE PRICE CAP PROPOSAL HAD BEEN

RESIDENTIAL TELEPHONE BILL IflOULD

THE CURRENT S35 PEF" VONTH. 9/

AMFRICA (CTA) ESTIMATED THAT IF

IMPLEI,IENTED IN T934, THE AVERAGE

BE $80 PER MONTH NOI{ INSTEAD OF

T}18 MARYI,AND PEOPLE'S CO{INSEL TESTIFIED THAT ONCE AT&T

OBTAINED FI.EXIBLE PF,ICING IN MARYLAND EXCESSII/E PROFITS I\'ERE

GENERATED. AT&T EARNED 67.97% II{ 1985 AND 9L.O\qO I}T 1986. 1.OI

1.IJ



FEARFUL OF IMTESTORS REAPING SUPRACOMPETITIVE PROFITS,
I{ARKEY ASKED CHAIRMAN PATRICK FOR ASSURANCE THAT CONSUMEF"S Iil'OULD

BENEFIT FROM PRICE CAP REGULATION. PATRICK PROMISED TO MAI\TDATE
PASS-THROUGH OF SAVINGS SO THAT CONSUMERS WILL BENEFIT AI{D DO
BETTER THAN UNDEB RATE OF RETURN REGULATION. HOWEVER, JIM COOPER
(D. TENN) CHARACTERIZED SIMILAB ASSURANCES ON POOT,ING AI{D AVER-
AGED F,ATES AS MERE ,,LTP SERVICE". LlI

I{OUSE ENERGY & COMMERCE COMI,IITTEE CHAIRMAN JOIIN D. DINGELL
(D. MICH) vorTED To MoNrroR THE Fcc To sEE rF rr rfotrlD: 1)
PRE'ENT THE EMERGEN.E oF A eozy r,oNG DrsrANcE olrcopoly, g/ Nor
SUBJECT TO COMPETTTTVE CONSTRAINTS; 2) MONITOR PROFIT RATES; 3)
PRovrDE THAT ExcESS pRoFrrs woul,D BE SITARED \[rrH cusroMERS; AND
4) SECURE BINDING COMMITMENTS FROM DEREGULATF,D FIRMS THAT PROFITS
WOULD BE USED TO MAINTAIN THE SYS?EM. t3/

I DON'T KNOW HOW

CAPS ARE IMPLEMENTED.

THE FCC WOUI,D BNFORCE THIS, BT]T IF PRICE

IT SHOULD BE ADOPTED.

COI'{MISSIONER GAIL GARFIEI,D SCHWARTZ OF THE NEII, YORK PT,BLIC
SERVICE COTTMISSION URGED THE FCC TO EXPERIITENTALLY IIi{PI,EI{ENT FOF,
ATszT A cosr-BAsED rNcENTrvE REGULATToN pRocRAM I{6DTILLED oN THA'
DEVEI,OPED IN NEW YORK WHICH PERI{ITS REGULATETI SERVTCE CHARGES TO
BE CAPPED }IOT ON THE BASIS OF CIJRRENT RATES, BUT ON TI{II BASIS OF
CURRENT COSTS, AND ALLOIVS AT&T TO RETAI}I NC MORF THAN 50% OT ITS

I4



EARNINGS OVER A COST-JUSTIFIED LEVEL. (THIS LEVEL IS CURRENTLY

L4TO A}TD REPRESENTS TIIE RATE OF RETURN THE PSC WOULD HAVE IMPOSED

IN TEE NEXT RATE CASE). THE ETPERIMEI'IT SEOULD BE CLOSELY

MONITORED AND ACTUAL RATES SNOULD BE COMPARED TO RATES TEAT WOUI'D

HAVE BEEN EARNED FOR EACII SERVICE UI{DER TRADITIONAL REGIILATION'

AFTER A REASONABLE pERIOD OF TIME (PERHAPS T\i[o YEABS)' THE FCC

srroul,D rNvrrE CoMMENTS . yl

I IIOULD AGREE IIITE COMMISSIONER SCHWARTZ THAT THE FCC'S

PRICE CAP PROPOSAL IS TOO MUCH, TOO SOON. IT IS COMPARABLE TO

AMPUTING AN ARM CURE A HANGNAIL. RATE OF RETURN REGULATION WORKS

AI$D 1VILL CONTTNUE TO WORK SO LONG AS REGULATOBS ARE ALLOWED TO

DETERMINE \IYEAT FORM IT SHOULD TAKE IN THEIR STATE' WE ARE READY'

WILLING AND ABLE TO DO TITIS. EVEN TEE FCC ACKNOWLEDGED THAT

TI{IRTY-ONE STATES I{AVE I'IOVED AWAY FROM BATE OF RETURN REGI]LATION

IN ITS STRICTEST SENSE . j-l BEFORE THE FCC TOTALLY ABANDONS

F.ATEOFRETURNASAREGIJI,ATORYDEVICE,ITSI{OULDRECALLTHATITS

DETERMINATION THAT A&T. MUST B,EDUCE ITS RATES BY 34% WAS MADE BY

usrNc RATE OF RETUBN' 16/

If
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