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I,ITI DETIGHTED TO BE HERE THIS MORNING. T HAVE BEEN ASKED

TODAY TO DISCUSS ALTERNATIVES TO RATE OF RETURN REGULATTON FROM

THE PERSPECTTVE OF A CHAI,IJENGTNG COMMISSIONER. I{HIIJE THAT

CHARACTERIZATION' PRESUMABITY, REFERS TO lnf IJONG-HEIJD OPPOSITION

TO IIJIJ-CONSIDERED INTERFERENCE WITH A L,ONG PROVEN METHOD OF

UTIIJITY REGUIJATION,

REMAINII\TG VOICES OF

REGULATORY REFORM. MY

I CHARACTERIZE

MODERATION

MYSEIJF AS ONE OF THE FEI{

IN THE CURRENT DIAI,OGUE OF

VIETI IS THAT RATHER THAN CHAIJLENGING THE

CONTINUATION OF RATE OF RETURN REGUI,ATION IN FAVOR OF MORE

FASHIONABLE (THOUCH UNTESTED) ECONOMIC THEORY, REGUTATORY

INVESTIGATE TIAYS THATCOI.TMISSIONS SHOUIJD PROCEED DEIJIBERATEIJY TO

THE TRADITIONAI., MODEIJ OF RATE OF RETURN REGUTATION CAN BE

THAN SCRAP I{HAT WORKS, I{E SHOUTDIMPROVED. I

FIND INSTEAD

BEIJIEVE THAT RATHER

TIAYS OF TMPROVING THE EXISTTNG REGULATORY REGIME.



IT HAS BECOME FASHIONABIJE DURING THE REAGAN ADMIHISTRATION

TO ATTACK ESTABITISHED INSTITUTIONS, TO DRM TOI{ARD LESS AND LESS

COVERNI{ENT OVERSIGHT, AND

IONG CONSIDERED NATURAIJ

TO PROMOTE COMPETITION IN INDUSTRIES

MONOPOIJIES. T THINK IN LARGE PART THIS

SHOTI OF DEREGUIJATORY ZEAIJ IS THE PRODUCT OF THE ''FAST-FIX''

MENTAI,ITY, AND A FAILURE ON TIIE PART OF THE I,EGISI,ATIVE AND

EXECUTIVE BRANCHES OF OUR FEDERAII GOVERNMENT TO PROPERIJY ANALYZE'

DEVELOP, COORDINATE AND

POITICY.

IMPIJEMENT A NATfONAL COMI'IUNICATIONS

OPPONENTS OF HASTY, ILL-CONSIDERED REGULATORY REFORM, IJIKE

BY AN OVERI{HEIJMING TIDE

MAKERS OF THE INADEQUACY

MYSEIJF ' ITAVE BEEN PIJACED ON THE DEFENSIVE

OF INDUSTR,Y EFFORTS AT PERSUADING POLICY

OF RATE OF RETURN REGUIJATION IN THE POST.DIVESTITURE ERA' A

CAREFUIJ ANAIJYSIS OF THE PRESENT DIAI'OGUE

FREQUENTIJY THAN NOT'

BEEN FORCED TO FOCUS

DEMONSTRATES THAT, MORE

OF RETURN REGULATION HAVE

STRENGTHS, BUT ON IIHY ITS

PROPONENTS OF RATE

NOT ON THE MODEL'S

WEAKNESSES DO NOT MIIJITATE IN FAVOR OF IMMEDIATE CHANGE. RATHER

THAN DESCRIBING IIHAT IS GOOD ABOUT RATE OF RETURN REGULATION, IIE
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ARE FoRcED To DEFEND I{Hy rrs Nor so BAD. THrs, r BEIJTEVE,

DISTORTS THE coLLoQUY, AND MrspIJAcEs THE BURDEN oF pRooF.

ALIJO!{ ME' THEN, To RETTERATE soME oF THE AcHrEvE}tENTs oF

RATE OF RETURN REGULATION IIHICH ARE NOT, IN MY OPINION, RECEIVING

SUFFICIET{T ATTENTION. UNDER RATE OF RETURN REGUIJATION, THIS

COUNTRY CONTINUES TO ENiTOY THE BEST TELECOMMUNICATIONS SERVICES

TO THE GREATEST NI'!{BER OF CTTTZENS IN THE TIORIJD. I{HIIJE SO!,IE

COI'NTRIES HAVE DEPLOYED ISDN AND OTHER TECHNTCAL IMPROVEMENTS

CATCII-UP FOR
MORE QUTCKIJY

MOST OTHER

THAN I{E HAVE, IT

COUNTRTES. TO

TELECOMI{T'NICATIONS INDUSTRY

REGUI,ATORY CI,IMATE, TO INVEST

IS STIIJIJ A

ITS CREDIT,

GAME OF

THE UNITED STATES

IS ABIJE, DUE TO THE EXTSTING

IN RESEARCH AND

GREATER DEGREE IHAN OTHER AMERTCAN TNDUSTRIES. AT

DEVEI,OPMENT TO A

THE SAME TTME,

THE UNITED STATES TEI,ECOMMUNICATIONS INDUSTRY HAS REAIJIZED

PRODUCTIVITY GAINS THAT ARE FAR GREATER THAN THE OVERAIJTJ ECONOMY.

THE ABTIJTTY To cAl,IJ FROM ANytfHERE To ANYI{HERE rs MORE

READILY AVATLABIJE OVER A LARCER GEOGRAPHIC AREA HERE THAN

TELEPHONETHE SAME TIME, tEVEtS OF
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PENETRATION IN THE UNITED STATES IS ENVIABIJE, APPROACHING 937

OVERALIJ, AND HIGHER IN MANY POPULATION CENTERS' THE INCREASE IN

PENETRATION IS, IN PART, BECAUSE RATE OF RETURN REGUIJATION HAS

OF NETI.'ORK ACCESS INENABLED A GENERAIJ DECIJINE

REIJATION TO OTHER SERVICES.

THE FEDERAIJ COMMUNICATIONS

IN THE COST

THE NATIONAIT OBaIECTM ESTABITISHED IN

ACT OF ACHIEVING UNIVERSAI., SERVICE

HAS, THEREFORE, BEEN TJARGEIJY REAIJIZED.

IN PART, THESE QUALITATM AND QUANTITATM SUCCESSES ARE

THE RESUITT OF THE EFFECTMNESS OF THE ADMINISTRATIVE PROCEDURES

rN RATE OF RETURN REGULATION. MOSTAPPI,IED AND ISSUES SCRUTINIZED

IMPORTANTIJY' THE EXISTING

SCRUTINY OF UTILITY RATES,

REGUIJATORY REGIHE ENSURES, BY CITOSE

COSTS, AND PRACTICES, THAT RATEPAYERS

ARE ASSURED A SHARE OF EFFICIENCIES AND PRODUCTIVITY GAINS

THAN REI,YING ON THE TIHIMSREAI,IZED BY REGULATED ENTITIES. RATHER

OF THE MARKET PIJACE, OR THE GOODI{IIJIJ OF THE RESPECTIVE PIJAYERS,

poLIcyMAKERS ARE RE9UIRED TO FLIOW THROUGH TO CUSTOMERS THESE COST

SAVINGS, BY PERIODIC AND THOROUGH SCRUTINY OF COMPANIES' OVERAIJIJ

OPERATIONS THROUGH GENERAL RATE PROCEEDINGS.
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THE SUCCESS OF RATE OF RETURN REGUIJATION CAN BEST BE

EVALUATED INHEN COIIPARED TO THE ABUSES THAT EXISTBD PRIOR TO ITS

IMPTEMENTATION. PRIOR fO THE TNTRODUCTION OF REGUL,ATION rN THE

DISTRICT OF COIJU!'IBIA, THE

CO}IPANY (C&P} PURCHASED THE

CHESAPEAKE AND POTOMAC TEIJEPHONE

EXCIJUSM IJOCAIT FRANCHISE ^ilND BEGAN

DOING BUSINESS AT THE TURN OF THE CENTURY. THE COMPAMT INITIAI,LY

CHARGED 912 FOR A

INCREASED, THEY

TEIJEPHONE HOOK-UP. T{HEN CUSTOMER SUBSCRIBERSHIP

AND THEY RAISED THE RATES AGAIN

IJINE FOR

RAISED IHE RATES TO s25. CUSTOMERS CO!,IPLArNED,

TO S4O, AND THEN TO S5O, AND

PREMIUM SERVICE. THE CO!,IPANYULTIMATEIJY, TO S125 A

MISINFORMED CUSTOMERS AS TO PENDING CHARGES AND THE COMPANY'S

INTENTION TO

EGREGIOUS USE

RAISE RATES IN THE FUTURE. C&P ALSO IMPOSED

RESTRICTIONS, !{HICH INCLUDED MONITORING TEIJEPHONE

ENSURE THAT BUSINESS I,INES }TERE NOT USED FOR PERSONAL

A NON-BUSINESSAND, IF AN OPERATOR OVERHEARD

CONVERSATION, THE CALIJS T{ERE TERMINATED.

IIOI{EVER, THE PENDUITUI,! fS NOtf SWINGING AWAY FROM REGUIJATION

APPROACH THAT AIJIJ OF US HAVE READ ABOUT IN
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ECONO!{ICS 101. THAT IS TO SAY, THAT

ARE FREE TO PURSUE THEIR OBJECTIVES

ESSENTIAIJIJY MONOPOLY FIRMS

TNITHOUT THE DISCOMFORT AND

AI,I,EGED INEFFICIENCY OF GOVERNMENT INTRUSION. I BEIJIEVE THAT' IN

LACKS ADEQUATE

WHIIJE RATE OF

I,ARGE PART, THTS TREND IS SHORT-SIGHTED,

JUSTIFICATTON, AND IS

RETURN REGUIJAUON HAS NEVER BEEN CONSTRUED AS A PANACEA, AND DOES

BURDEN UTIIJITIES AND RATEPAYERS AIJIKE I{ITH SIGNIFICANT REGULATORY

COSTS, I HAVE YET TO SEE AN AIJTERNATM REGULATORY PROPOSAL THAT

HAS BEEN PROVEN AS EFFECTM AS TRADITIONAIJ COST OF SERVICE

REGUIJATION AT CURBING INCENTIVES TO EXERCISE ABUSIVE MONOPOIJY

POTIER. I AM, HOI|EVER, COMMITTED TO MAINTAINING AN OPEN MIND.

IT IS SAID THAT THE STATES ARE

THOSE POITICIES

IJABORATORIES FOR TESTING

GOVERNMENTAIJ POIJICIES. SUCCESSFUIJ AT THE STATE

I,EVEIJ OFTEN

TREND ?OI{ARD

FIND THEIR !'AY INTO FEDERAIJ REGULATION AND LAW. THE

COMMUNICATIONS REFORII IS A PERFECT EXAMPLE. WIIIIJE

THE INITTAI.' IMPETUS FOR INTRODUCING COMPETITION INTO THE

TEI,EPHONE INDUSTRY RESULTED FROM AN INDUSTRY RESTRUCTURING

(BY IIAY OF TIIE AT&T CONSENT

POTTITICALIJY MOTIVATED.

EFFECTED BY THE REAGAN ADMINISTRATION



DECREE AI{D THE FCC)

TELEPHONE COMPANIES

REVISTONS TO

THEMSELVES HAVE

THE METHODS OF

LARGEIJY BEEN

REGUIJATING THE

SPEARHEADED BY

THE STATES.

INTTIATIVES,

COMMTSSIONER

THESE ACTIONS HAVE RESUIJTED FROM

BOTH.

LEGISIJAfM

IN THATREGUI,ATORY PROCEEDINGS, OR

BARRETT HAS PROVIDED AN EXCEIJLENT DISCUSSION OF THE

VARIOUS STATES' APPROACHES TO REGULATORY RETORM, THOUGHT IT

REGUIJATORYWOUIJD BE USEFUIT TO DISCUSS BRIEFLY ONE OF THB

APPROACHES BEING TAKEN AT THE STATE IJEVEIJ ' AS WEIJIJ AS THE FEDERAI,

COMMUNfCATIONS COMIIISSION'S PRICE CAP PROPOSAIJ.

RECENTIJY THE I'EST VIRGINIA PUBI'IC SERVICE COMMISSION AUDITED

A DEREGUIJATION PIJAN FOR C&P. BEGINNING iTANUARY L, 1989, INTRAIJATA

I|ITH A THREE YEARTOITIJ COMPETITION IfILL BE PERMITTED. COUPLED

TRIAI, OF PRICINC FLEXIBILITY IN IJOCAIJ TETEPHONE MARKETS. THE

EXPERIMENT DIVIDES TEI,EPHONE SERVICES INTO THREE CATEGORIES.

CATEGORY ONE

AI,TERNATIVES,

INCIJUDES OPTIONAI' SERVICES CLATMED TO HAVE MARKET

AND IS SUBiIECT TO

OTHERS, COIN

FTEXIBLE REGUTATION. rHESE

SERVICES INCLUDE, AMONG PHONES, MOST CUSTOM CAIJI'ING

SERVICES, CENTREX INTERCOM, PRIVATE IJINE, TOLI' OPERATOR SERVICES,
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MOBIIJE IEIJEPHONE'

ON THESE SERVICES

AND AIJARM TEIJEMETRY. PRICE CHANGES ARE ALLOIfED

ON 14 DAYS NOTICE. THE IIEST VIRGINIA COMMTSSTON

HAS, AI{D IS CONTINUING TO, INVESTIGATE MEANS OF PROTECTTNG

AGAINST CROSS-SUBSIDIZATION AND ANTICOMPETITIVE BEHAVIOR IIITH

RESPECT TO THESE IJARGEIJY TJNRECUIJATED SERVICES.

CATEGORY

EXCHANGE AT{D

OF THE tfEST VIRGINI^L PLAN INCLUDES IJOCALI

BASIC TEITEPHONE SERVICE PACKAGES, AND IS SUBJECT TO

TRADITIONAT REGULATORY OVERSICHT, I{ITH RATES FROZEN FOR THREE

YEARS. THESE SERVICES

TOCAIJ EXCHANGE SERVICE

INCLUDE RESIDENTIAIJ AND SMAIJIJ BUSINESS

(BOTH ACCESS AND MESSAGE), SERVICE

CONNECTION, AND DIRECTORY ASSISTANCE.

CATEGORY III INCLUDES CARRIER ACCESS SERVICES ' INCIJUDINC

SIIITCHED AND SPECIAL ACCESS. THE RATES CHARGED FOR THESE SERVICES

MAY BE REDUCED, ON THIRTY DAYS NOTTCE, BUT NOT INCREASED.

MOREOVER, WEST VTRGINIA HAS OBTAINED SOME ADDITIONAIJ

FOR LIMITEDPROMISES FROM THE TELEPHONE COMPANY IN EXCHANGE

DEREGULATION. C&P HAS AGREED TO EXTEND ITs SERVICE TERRITORy To

AREAS NOT PRESENTIJY RECEIVING TELEPHONE SERVICE, AND TO TAKE
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OTHER MEASURES TO

COMMITTED TO INVEST

PROMOTE UNMRSAL' SERVICE.

S3OO MILIJION INTO THE NETI|ORK

C&P HAS ALSO

TO MODERNIZE

IT, AS ITEIJIJ AS TO COMI{IT ITSELF TO CONTINUE EFFORTS TO CREATE

JOBS IN I{EST VTRGINIA.

IN PASSING' LET ME NOTE THAT C&P HAS PROPOSED A SIMILAR

HYBRID OF THE SOCIAIJ CONTRACT ARRANGEMENT FOR THE DISTRICT OF

COLUMBIA. BECAUSE C&P ' S PROPOSAL, I{IITIJ LIKEIJY COME BEFORE THE

COI{MISSION, I MUST REFRAIN FROM ADDRESSING IT AT THIS TTME.

THE I{EST VIRGINIA EXPERIENCE IS ONE OF THE EXAMPLES OF THE

,'SOCTAL CONTRACT" AIJTERNATIVE TO RATE OF RETURN REGULATION. IN

CARRIERS TIITH THEESSENCE, THE socIAt

MARKET

CONTRACT PROVIDES

OPPORTUNITY TO SERVICES DESIGNATED COMPETITIVE OR

DISCRETIONARY T{ITH A MINIMUM OT REGULATORY OVERSIGHT, IN EXCHANGE

FOR tfHICH THEY MUST FREEZE THE RATES OF CORE TETJECOMMTTNICATIONS

SERVICES. SOMETIMES,

TRADE.OFF INCI,UDES

SUCH AS IN THE CASE IN TIEST VIRGINIA, THE

THE CARRIER S$TEETENING THE POT BY PROVIDING

ADDITIONAL SOCIAIJ BENEFITS, SUCH AS FINANCIAIJ COMMITIIIENTS TO THE

WEITIT BEINC OR INVESTMENTS INJURISDICTION'S ECONOMIC GROWTH AND
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NETTIORK MODERNIZATION.

SOCIAL CONTRACT HAS SERfOUS

I{HIIJE SUPERFICIALITY ATTRACTM, THE

FI,AI{S. IT IS, IN MY OPINION' AN

OPEN INVITATION TO MONOPOLY CONDUCT I{HICH $IOUITD HAVE A

UNLESS STATEDEL,ETERIOUS

COMMISSIONS

PROCEDURES.

EFFECT ON ALL RATEPAYERS UNTIL AND

ARE ABIJE TO ESTABIJISH MECHANICAIJ COST AIJI'OCATION

THE SOCIAL CONTRACT EFFECTIVEI,Y SEGREGATES THE

CAPTM CUSTOMERS, AND AIJLOI{S IJOCAIJ EXCHANGE CARRIERS TO DIMINISH

SERVICE IN REGULATED SECTORS IN ORDER TO CONCENTRATE RESOURCES IN

UNREGUIJATED ACTIVITTES. BECAUSE CARRIERS ARE EXPERIENCING

DECREASING COSTS TN MANY OF THE ASPECTS OF THEIR OPERATIONS

LIKEIJY TO BE SUBiIECT TO REGULATORY FORBEARANCE, IT }|OUIJD BE IN

THEIR BEST INTERESTS

AND FUTURE CAPITAIJ

TO CONCENTRATE AS MUCH OF THEIR AV.LIL'ABIE

THE UNREGUIJATED SECTOR. AS

OF THE SOCIAL CONTRACT IS

AS POSSIBI,E INTO

SUCH, IT IS UNCERTAIN I|HETHER ADOPTION

IN THE BEST INTERESTS OF AIJL RATEPAYERS.

FURTHER, IN MOST PROPOSED UNREGUI,ATED MARKETS, INSUFFICIENT

CoMPETITION EXTSTS TO ACT AS AN ADEQUATE SUBSTITUTE FOR

SUBSCRIBERS RECEIVING SERVICE ON ANREGUIJATORY OVERSICHT.
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UNREGUIJATED

MONOPOIIIST

INNOVATION,

BASIS I|OUIJD SUFFER BECAUSE

CARRIERS T{OUIJD I{IEIJD.

OF THE TREMENDOUS TJEVERAGE

REGARDLESS OP TECHNTCAL

RETAIN AT THIS TIUE ANLOCAIJ EXCHANCE CARRIERS

EXCIJUSM FRANCHfSE OVER THE LOCAL PUBLIC SI|ITCHED NETIfORK.

THERE IS AT PRESENT NO AIJTERNATIVE TO IJOCAIJ CARRIERS FOR TJARGE

SEGMENTS OF THE POPULATION. EVEN IF IJARGE BUSINESS CUSTOMERS ARE

ABIJE TO BYPASS THE LOCAIJ NETIfORK TO OBTAIN INTER- AND INTRA-

EXCHANGE TOIL SERVTCE, TO COMI{UNICATE I|ITH SUBSCRIBERS TO

INTERCONNECTED SHARED TENANT SERVTCES, AND TO ACCESS PERSONS

SERVED BY IJARCE PRIVATE BRANCH EXCHANGES, THERE REMAINS A SOIE

TEIJECOMMUNTCATIONSSUPPTJIER OF

COMPANIES

T|OUIJD NO DOUBT

SWITCHED PUBIJIC SERVICE.

PUBTIC UTIIJITTES ENi'OYING THIS ENVIABLE POSITION

TAKE FUIJL ADVANTAGE OF THEIR ECONOMIC POSITION.

THEY DID IN

}ION'T DO IT

1910 AND THERE IS NO REASON TO BEI,IEVE THAT THEY

NOtt. RATES FOR UNFROZEN SERVICES COUIJD BECOME

uNcoNscroNABLY HIGH, AND sERvIcE GENERALLY coulD DECLINE.

SOCIAL CONTRACT REGUTATION rs ALso INADEQUATE BECAUSE rT

STATUTORY MANDATE TO ENSURE AND ESTABI,ISH

11
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REASONABIJE AND NONDISCRI}IINATORY RATES ' IF THE GOVERNMENT

ENSURES REASONABLE RATES FOR SOME CARRIER SERVICES, IT MUST, IN

MY OPINION, DO SO FOR AIrIr. IT IS AXIOMATIC THAT THE GOAI., OF

REGULATION IS TO PROTECT AIJIJ MEMBERS

INEFFICTENCIES OF MONOPOIJISTIC PIRACY.

OF SOCIETY FROM THE

E9UITY AND FAIRNESS, THE

CORNERSTONES OF OUR UTII,ITY REGULATION, IIOULD APPEAR TO COMPEL

THIS CONCIJUSION.

LET ME NO?N FOCUS ON THE INFAMOUS AIJTERNATIVE TO RATE OF

RETURN REGUTATION, THE FEDERAIJ COMMUNICATIONS coM!{rssroN's

PROPOSAIJ TO EMPI'OY PRICE CAPS TO SET RATES FOR AT&T' S INTERSTATE

SERVICE AND THE

EXCHANGE ACCESS

BELI OPERATING COMPANIES' PROVISfON OF INTERSTATE

SERVICE. AS YOU KNOI| ON MAY 23, 1988, THE FCC

RELEASED ITS FURTHER NOTICE OF PROPOSED RUT,EMAKING IN CC DOCKET

INAS FAR MORENO. 87.313 (FURTHER NOTICE). THE FURTHER NOTICE

DETAII,ED AND REPRESENTED, IN MY OPINION, A SIGNIFICANT EFFORT BY

IN I,IGHT OF ITS ORIGINAI,THE FCC TO ADDRESS THE CONCERNS RAISED

TNCIUDING THE PUBIJIC SERVICE COM}IISSIONNOTICE.

OF THE

AS COMMENTERS,

DISTRICT OF COLUMBIA, POINTED OUT, HOI{EVER, THE FCC' S

L2



PRICE CAP PROPOSAIJ STII'L CONTAINED CERTAIN FLAT'S AND T{EAKNESSES

I|HICH NEEDED TO BE ADDRESSED PRTOR TO A DECISION AS TO TIHETHER A

PRICE CAPS REGIME SERVED THE PUBIJIC INTEREST.

IT IS NO SECRET THAT STATE REGUI,ATORS HAVE MADE KNOI{N THEIR

POSITIONS CONCERNING PRICE CAPS. T,ED BY OUR ASSOCIATION, THE

NATTONAI., ASSOCIATION OF REGULATORY UTII,ITY COMMISSIONERS (NARUC),

oUR CONCERNS REGARDING PRrCE CAPS HAVE BEEN MADE CL,EAR TO THE FCC

AND TO CONGRESS. LET ME SHARE !'ITH YOU THE D.C. COMMISSION'S OINN

OTHER STATES.POSITION AND THEN CERTAIN ISSUES RAISED BY

OF PARAMOUNT CONCERN TO OUR COMMISSTON IS THE QUESTION OF

ITHETHER PRICE CAPS I{IIJIT PRESERVE THE HIGH-LEVEIJ OF QUAIJITY }|HICH

t{8, AS NETI|ORK USERS, ENJOY TODAY. I,ET ME FIRST SAY, THAT

SERVICE 9UAIJITY IS NOT A iTURISDICTIONAT ISSUE. THEREFORE, PRIOR

TO ANY IMPTEMENTATION OF PRICE CAP, IT IS MY FIRM BELIEF THAT

STATE AND FEDERAIJ REGUIJATORS SHOULD I|ORK TOGETHER TO DEVELOP AND

PUT IN PI,ACE A SYSTEM FOR EFFECTIVEI.Y ADDRESSINC AND MONITORING

SERVICE 9UALIIY ISSUES. WOULD SUGGEST TO YOU THAT A GOOD

STARTING POINT T{OULD BE THE MODEI,

13
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BY NARUC IN 1987.

BUT WHY, YOU MAY ASK, I|OULD PRICE CAPS UNDERMINE LEVETS OF

SERVICE QUAITITY? THE CONCERN IS SII{PI,Y THAT THE PRICE CAP

TO FORSAKEPROPOSAL, IF IMPLEMENTED, MAY CREATE INCENTIVES

NETT'ORK INVESTMENT AND THEREFORE 9UALITY, IN ORDER TO INCREASE

PROFITS, OR THAT UNDER A PRICE CAP REGIME, THE COMPANIES IIILIJ

BEGIN TO OFFER AS A SERVICE, AND PRICE ACCORDINGLY, DIFFERENT

LEVETS OF ONE DOES NOT HAVE TO BE VERY

INTUITIVE TO

SERVICE QUALTTY.

FIGURE OUT THAT THE RESIDENTIAIJ CUSTOMERS T{OUIJD FAI'I'

IN THE CATEGORY OF POOREST SERVICE. I AIJSO HAVE CONCERNS OVER

THE USE OF THE GNP-PI AS THE GENERAIJ INFIJATION INDEX. THE D.C.

COMMISSION ARGUED THAT THE DEVETOPMENT OF A TELECOMMUNICATIONS-

SPECIFIC INDEX SHOUIJD BE ATTEMPTED.

TIME CONSUMING

WHII,E THE DEVEIJOPMENT OF

SUCH AN INDEX COUI,D BE AND PROBABLY CONTENTIOUS,

DEVEIJOPMENT. SECOND, I

BANDING PROPOSAI., AND THE

DIFFICUIJTY AIJONE SHOUIJD NOT TH!{ART TTS

HAVE CONCERNS REGARDING NOT ONI,Y THE 5T

EMPIRICAIJ EVIDENCE SUPPORTING THAT PROPOSAIJ, BUT AIJSO THE VAOUE

PROPOSES TO USE TO GOVERN OUT-OF-BAND

14
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PRICINC PROPOSALS. FINAIJIJY, I NOTE

''NEI{ SERVICES" IS LOOSEIJY DEFINED.

THAT THE FCC'S DETINITION OF

MY CONCERN IS THAT BECAUSE

NEII SERVICES ARE ORIGTNAIJIJY KEPT OUT OF THE PRICE CAP FOR ONE

YEAR, CARRTERS SUBJECT TO PRTCE CAPS MAY B8 ABLE TO PRICE OUTSIDE

THEIR RESPECTIVE CAPS BY MEANS OF MINI!{.AIJ RESTRUCTURTNG OF

CURRENT SERVTCE OFFERINGS.

IJET ME NoW TOUCH oN A FEIN POINTS RATSED BY MY COLLEAGUES

REGARDING PRICE CAPS. THESE ISSUES

I|HICH T I,IKEWISE SHARE. THE FTRST

HIGHLIGHT ADDITIONAIJ CONCERNS

rSSUE I|AS STATED gUITE CI,EARIJY

BEHAL'FIN TESTIMONY BEFORE THE UNITED STATES SENATE PRESENTED ON

OF NARUC BY DEPUTY CHAIRMAN GAIIJ GARFIEIJD SCHI{ARTZ OF THE NEII

YORK PUBIJIC SERVICE COMMISSION. IN THAT TESTIMONY SHE RATSES A

VERY VAITID coNcERN REGARDING THE Fcc's PRODUCTIVITY FAcToR. SHE

NOTES THE

OF RATE OF

IRONY THAT THE FCC STRONGTJY CRITICTZES THE

RETURN REGULATION, YET IT TS THIS MODE OF

EFFTCIENCY

REGUIJATION

!{HICH FORMS

ANAIJYSIS UPON

FACTOR.

THE FOUNDATION FOR THE

WHICH THE FCC RELTES TO

HISTORICAIJ PRODUCTIVITY

BASE ITS PRODUCTIVITY

CONCTUDES, AND
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INEFFICIENCIES IN THE

SUREIJY THE THEORETICAIJIJY

FORMER REGIME TTERE AS GREAT AS CIAIMED,

MORE EFFICIENT REGIME OF PRICE CAPS

SHOUTD RESUIJT IN A HIGHER.THAN-TIISTORIC PRODUCTIVITY INCREASE'''

SHE AI,SO NOTES THAT BECAUSE OF THE POTENTIAI, 2Ot INCREASE IN

FOR 4 YEARS) ANDPRICES OVER THE 4-YEAR TRIAL PERIOD (5I PER YEAR

THE DEGREE OF DISCRETION WHICH THE FCC'S PROPOSAIJ ItOUtD PERMIT

fHE CARRIER TO HAVE OVER THESE TNCREASES, THERE IS THE CONCERN

THAT CUSTOMERS OF THE IrESS EIJASTIC SERVICES WrIrL NOT BE PROTECTED

,'FROM PRTCES FAR ABOVE COST BY THE CONSTRAINTS OF THE COMPETITIVE

MARKET . " UNDER THIS SCENARIO, f LIKEWISE AGREE I{ITH MY COIJLEAGUE

THAT THERE IS AN INCENTIVE IO DECREASE PRICES FOR THE COMPETITIVE

EI,ASTIC SERVICES I|HII,E OFFSETTING THESE DECREASES TIITH HIGHER

PRICES FOR THE IJESS EIJASTIC SERVICES.

FINAIJIJY, T NOTE THE

PUBI,IC SERVICE COMMISSION IN

CONCERNS EXPRESSED BY THE MICHIGAN

ITS iIUIJY 25, 1988 COMMENTS ON THE

PRICE CAP PROPOSAI,. ONE OF THE CONCERNS EXPRESSED ITAS THAT THE

PROPOSAIJ SIOULD PRESENT INCENTIVES FOR COMPANTES UNDER INTERSTATE

PRICE CAPS TO AIJTOCATE MORE COSTS TO THE INTRASTATE ACTIVITIES
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WHICH ARE

coMMrssIoN's

PREVENT THE

NOT T'NDER A PRICE CAP

CONCIJUSTON THAT SAFEGUARDS

THE MICHIGAN

BE DEVETOPED TO

REGIME.

NEED TO

POTENTIAIJ FOR COST SHIFTING SHOUIJD THE FCC ADOPT

PRICE CAPS FOR TNTRASTATE SERVTCES SHOULD IJIKE}IISE BE FOIJIJOT{ED.

WHILE I HAVE NOT TOUCHED ON AIJIJ ISSUES RAISED BY COMMENTERS

I DO HOPE THAT MY COMMENTS HAVEON THE FCC'S FURTHER NOTTCE,

SUGGESTED TIHAT ARE, IN I{Y OPINTON, SOME OF THE MORE CRITICAIJ

CONCERNS PRESENTED BY THE FCC'S PRICE CAP PROPOSAI!. ON BAIJANCE,

AND IN ITIGHT OF THE LIMITED RISKS ASSOCIATED I{ITH THE PROPOSAIJ

TO CARRIERS WHICH

CUT GUARANTIES THAT

EIJECT THAT ALTERNATIVE, AND THE LACK OT CTEAR-

CONSU!{ERS I{IIJIJ BE BETTER OFF UNDER PRICE

FCC'S CURRENTCAPS, CONCLUDE AND SUBMIT TO YOU THAT THE

PROPOSED AI.,TERNATIVE TO RATE OF RETURN IS

TNTEREST.

NOT IN THE PUBIJIC

IN I,ICHT OF

SURPRISE YOU TO KNOTI

r AM AI|ARE OF THE

MY REMARKS

THAT I AM

OF THE PAST FETI MINUTES, IT MAY

NOT OPPOSED TO REGUIJATORY REFORM.

CHANGES OCCURTNC IN THE INDUSTRY. I BEIJIEVE,

HOWEVER, THAT CHANGE FOR ITs owN SAKE Ts NoT PRoGREss: IT Is
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MEREI,Y

BEFORE

THE

I TIILL

REPI,ACEMENT OF

SUBSCRIBE TO A

ONE FORM OF REGUIJATION FOR ANOTHER.

PARTICULAR ALTERNATIVE APPROACH, IT

MUST BE PROVEN THAT THE CHOSEN METHOD OF RE-RECUIJATION I{IIJIJ

TMPROVE THE OVERAIJIJ STATE

INCREASE EFFICIENCIES,

OF TELECOMMUNICATIONS, THAT IT T{IL,IJ

YIELD TECHNOLOGICAIT INNOVATIONS, CREATE

SUSTAINED PRICE

EXCEED RISKS.

REDUCTIONS, AND THAT BENEFITS WII,L APPRECIABLY

LET US NOT PROCEED I'f ILLY-NIIJIJY INTO RADICAL

METHODS ABSENfREVISIONS TO IJONG-STANDING, WEIIL-KNO!|N REGUITATORY

ASSURANCES THAT THE DEVIL WE KNOST TS NOT BETTER THAN THE ONE T{E

DON'T. AISO BELIEVE THAT CHANGE SHOULD PROCEED SLOWLY'

CAUTTOUSLY, ON A SERVTCE-BY-SERVICE

THAT IT IS IN THE

BASIS, AND ONIJY AFTER A

CONVINCING SHOY|ING BEST INTEREST OF CUSTOMERS

AND CO!{PANY ALIKE.

THANK YOU.
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