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IIM DELIGHTED TO BE HERE TODAY I HAVE BEEN ASKED TO DTSCUSS

wrrH You How EFFEcrrvE srATE REcur,ATroN HAs BEEN AND WHAT

CHANGES,

PROMPTED

IF ANY, ARE NEEDED. I ASSUUE THE PANEL ToPIc HAs BEEN

THE RECENT REGUI,ATORY REFORM EFFORTS UNDERTAKEN BY
BY

rHE Fcc AND vARrous srATE REcur,aroRy coMurssroNs.

IT HAS BECOME FASHTONABLE DURTNG THE REAGAN ADUTNTSTRATION

TO ATTACK ESTABLISHED INSTTTUTTONS, TO DRM TOWARD LESS AND LESS

GOVERNMENT ovERsfGHT, AND ro PROMOTE COMPETITIoN IN TNDUsTRIEs

LONG CONSIDERED NATURAL MONOPOLIES. I THINK IN I,ARGE PART THIS

SHOW OF DEREGUI,ATORY ZEAL TS THE PRODUCT OF A ,IFAST-FIXII



MENTALITY A}ID A FAILURE ON THE PART OF THE LEGISI.AtrIVE AND

EXECUTIVE BRANCHES OF OUR FEDERAL GOVERN}{ENT TO PROPERI'Y ANALYT'E '

DEVELOP, COORDINATE AND IMPLEMENT A NATIONAL COI',IMUNICATIONS

POLICY. HOWEVER, FOR OUR PURPOSES THIS MORNING' I WILL SITARE

WITH YOU I,tY VIEWS ON TELECOMMUNICATIONS REGUI'ATION BY STARTING

WITH A FAIRYTALE.

ONCE UPON A TII.!E, THERE WAS A LITTLE SOUTHERN TOWN WITH A

vERy BIG PROBLEU. THE TOWN WAS GROV|ING, DEMAND FOR TELEPHONE

SERVICE WAS HIGH,

INSTANTANEOUS VOICE

TECHNOLOGY HAD DEVEI,OPED RAPIDLY, AND

COMMUNICATIONS AI{ONG I,ARGE NUMBERS OF ITS

CITIZENS WAS APPROACHING REAI,ITY. THE TELEPHONE COMPANY KNEW ALL

THIS, OF COURSE, AND IT ALSO KNEW, HAVING RECENTLY PURCHASED THE

EXCL,US M IOCAL FRjANCHISE , THAT Ir wAs THE ONLY COI{PANY

AVAILABLE TO PEOPLE DESIRING TELEPHONE SERVICE.

coMPETrTrON, OF

TELEGRAPH LINES

SORTS. THE CITIZENS COULD STILL

THERE WAS

USE PUBLIC

TO REI,AY MESSAGES,

HAND DELIVERY OF WRITTEN MESSAGES

coMMuNrcATroNs. NEVERTHELESS, THERE
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AND DTSTANCES WERE SHORT' SO

WAS AN EFFECTIVE MEANS OF

WAS ONLY ONE COI'{PANY THAT



OWNED THE TELEPHONE WTRES

RTGHT TO INSTALL MORE, AND

RI'NNTNG THROUGH

THAT HAD THE

TOI'IN, HAD TH8 SOLE

CAPABILITY TO SWITCH

RESTRjA,INT. THESE DECISIONS COULD, THERETORE,

CALLS FROII ONE SUBSCRTBERSI LINE TO ANOTHER.

THERE COULD BE NO OTHER TETEPHONE COMPANIES. AS A RESULT THE

colt{PANy wAs ABLE To MAKE TNTERNAL coRpoRATE DEcrsroNs wrrgour

EXTERNAL REGUI,ATORY

BE SELF-SERVING AND DRIVEN SOLELY BY THE ''BOTTOI{-I,rNE'I. AS A

PRACTICAL UATTER, THE COIt{pANy HAD NO CONSTRATNTS ON ITS I,TONOPOLY

PowER' THERE WERE No orHER TELEnHoNE coMpANrEs, NoR HAD THE

GOVERN}IENT PROVIDED ANY OVERSIGHT TO ENSURE THE PROVISTON OF

QUALITY SERVICE AT A TAIR PRICE.

ONE OF THE COITTPANY ' S FAVORITE PASTIII{ES WAS RATSING

TELEPHONE RATES, WHrCH IT DrD FREQUENTLY. T{HEN THE COMPANY FIRST

$rz FoR A TELEPHONE HOOK-UP, AND
STARTED BUSINESS, IT CHARGED

TOLD CUSTOMERS THAT WHEN THE NUMBER OF SUBSCRTBERS REACHED 2OO IT

WOULD LOWER RATES.

cusToMERS QUICKLY.

THTS MARKETING

HOWEVER,

EXCEEDED 2OO, RATES ROSE TO $25. THE
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STRATEGY ATTRACTED ADDTTTONAL

WHEN CUSTOMER SUBSCRIBERSHIP

PROMISE OF RATE REDUCTION



HAD BEEN VIOLATED. CUSTOI,IERS COI{PLAINED, OF COURSE, BUT THERE

EXISTED NO GOVERNI{ENT BODY WITH EHE AUTHORITY OR INCLINATION TO

RESPOND TO CONSI'I{ER CONCERNS. so, THE COMPAITy RATSED rTs RATES

AGAIN, THIS TIME TO 940, AI'ID THEN TO $60. AI'ID THEN, ULTII.{ArELY,

TO $125 A LINE FOR PREMIT'M SERVICE.

AT THE SAI'TE TI!{8, THE COI{PANY PLACED ONEROUS USE

RESTRICTIONS ON SUBSCRIBERS, AND ENFORCED THEM VIGOROUSLV. IT

PROHIBITED ANYONE BUT THE AC:rUAIJ SUBSCRIBER FROM USINC THE

TETEPHONE. FOR E)(AUPTE ONLY THE FATHER IN THE HOUSEHOLD COULD USE

THE TELEPHONE. ANY ADDITIONAL FN{ILY I,!EI'{BER WHO WANTED TO I{AKE

CALLS HAD TO PAy A SPECIAIJ PREl,tIUl,l. THE TELEPHONE COMPANY ALSO

CHARGED EXORBITANT RATES AT PAY PHONES.

rHE COI,IPANY ALSO ACTIVELY MONITORED EACH TELEPHONE CALL'

DISCONNECTING CALLS Ar WILL. FOR EXAMPLE, A SUBSCRIBER USrNG HIS

BUSINESS LINE TO PI,AC8 A PERSONAIJ CALL WOULD BE INTERRUPTED BY AN

OPERATOR DEMANDING ADDITIONAL PAYMENT. IF PAYMENT WAS NOT AGREED

TO, THE CALIJ WAS TERMTNATED. NASURALLY, THE OPERATORS

MONITORING EACH CALL SOMETIMES HEARD MORE THAN SHE SHOULD HAVE,
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AND HAD NO

OVERHEARD TO

COUPI'NCTTON ABOUT REI,AYTNG II,TPORTANT

HIGHER RANKED TELEPHONE EMPIOYEES. IHTS

PARTrcur,ARLy AcIrrE rN THrs TowN, srNcE rr wAs HERE

INFORMATTON

PROBLE!'T WAS

THAT I'{ANY

HIGH RANKING GOVERNMENT OFFICIALS BOTH WORKED AND LIVE.

FINALLY' THE PEoPtE oF THE Tot{N, OVERWHELMED By THESE AND

orHER ABUsrvE AND tNErHrcAL PRAcrrcEs, CREATED A spEcrAL

GOVERNI{ENT AGENCY TO POLTCE THE TEI,EPHONE COMPANY AND ENST'RE THAT

rT COULD NO LONGER USE ITS MONOPOLY POSITTON TO VTOI,ATE THE

PUBLTC TRUST. AS A RESULT, RATES CAI{E DOWN, SERVTCE r!{pRovED, AND

rHE lt{oNrroRrNc oF TELEPHONE cAlr,s cEAsED. ORDER HAD BEEN

RESTORED. rr REMATNS TO BE SEEN, HOWEVER, I{HETHER, EVERYONE WrLL

LIVE HAPPILY EVER AFTER.

THE SOUTHERN TOT{N TN OUR STORY wAs, oF couRsE, THE DrSrRrcT

THE CHESAPEAKE AND POTOT{ACCOMPANY WASoF coLUuBrA, AND THE

TELEPHONE COMPANY. THE

TNCIDENTS CAN BE

CONGRESS HELD IN

STORY IS IN FACT TRUE. ALIJ THESE

FOUND IN THE TRANSCRIPT OF HEARINGS BEFORE

PUBLIC UTILITY1898, rN THE DAYS BEFORE

DISTRICT OR WAS
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REGUI,ATION cAIt{E To THE WTDESPREAD THROUGHOUT OUR



NATION. AS A RESULT OF THESE HEARINGS, rN 1913, CONGRESS CREATED

OF COLltt{BIA. ATTHE PUBIJTC SERVICE COMI{ISSION OF THE DISTRTCT

ABOUT THE SAI{E TIME, STATES THROUGHOUT rHE COnNTRY WERE CREATING

SruILAR COMMISSIONS, ALL OF WHrCH IN l,fy OPINION CONTINUE TO SERVE

THE PUBLIC WELtrJ.

HOWEVER, THE PENDULW IS NOW SWTNGTNG AWAY FROII! REGUT,ATION

TO THE TIFREE IIIARKETII APPROACH THAT ALI, OF US HAVE READ ABOUT IN

ECONOIIIICS ].01. THAT IS TO SAY, THAT ESSENTIALLY MONOPOLY FIRMS

ARE FREE TO PURSUE THEIR OB.TECTIVES WITHOUT THE DISCOMFORT AND

ALLEGED INEFFICIENCy OF GOVERNIIENT INTRUSION. I BELTEVE THAT, IN

LARGE PART, THIS TREND IS SHORT-SIGHTED, I.ACKS ADEQUATE

JUSTIFICAT]ON, AND IS POLITICALLY MOTIVATED. WHILE RAIE OF

PANACEA, AND DOESRETURN REGUI,ATION HAS NEVER BEEN CONSTRUED AS A

BURDEI{ UTILITIES AND RATEPAYERS ALIKE WITH SIGNIFICANT REGUI,ATORY

COSTS, I HAVE YET TO SEE AN ALTERNATIVE REGUI,ATORY PROPOSAL THAT

HAS BEEN PROVEN AS EFFECTIVE AS TRADITIONAI, COST OF SERVICE

REGUI,ATION AT CURBING TNCENTIVES TO EXERCTSE ABUSIVE MONOPOLY

POWER. I Att, HOWEVER, COMMITTED TO MAINTATNING AN OPEN UrND.
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IT IS SAID THAT THE STATES ARE I,ABORATORIES FOR TESTING

GOVERNMENTAL POLICIES. THOSE POLICTES SUCCESSFUIJ AT THE STATE

LEVEL OFTEN FTND THEIR I{AY INTO FEDERAI., REGUI,ATTON AND I,,AW. THE

rREND TOWARD COMI{UNTCATIONS REFORM TS A PERFECT 8)AMPLE. WHILE

THE INf TfAIT Il'tPEfUS FOR fNTRODUCING COI{PETITfON INTO THE

TELEPHONE INDUSTRY RESULTED FROI,I TEGAL AND FEDERAIJ REGUI'IITORY

DECISTONS, REVISIONS TO THE METHODS OF REGULATfNG THE TELEPHONE

co!{PAI{fEs THEIT{SELVES HAVE LARGELY BEEN SPEARITEADED By THE STATES.

TIIESE AcrroNs HAVE RESULTED FRo!{ tEGrsr,ABrvE INITTATIVES,

REGUT,ATORY PRocEEDrNGs, oR BorH. wHrLE TrIr{E DoEs Nor pERMrr A

DISCT'SSION OF EACH STATEIS APPROACH TO REGUI,ATORY RETORM, I

THOUGHT IT WOULD BE USEFUL TO OUTLINE BRIEFLY THE EFFORTS BEING

TAKEN rN A tr'Ew oF THE I'{rD-ATr,ANTrc JuRrsDrcrroNs.

THE D.C. PSC IS

ENVIRONMENT FACTNG THE

PRESENTLY TNVESTTGATING THE COMPETITIVE

CHESAPEAKE AND POTOMAC TELEPHONE COMPANY,

AS WELL AS

CASE NO.

ALTERNATTVES To RATE oF RETURN REGUr,ATrON, rN FORMAL

8L4, WHrCH COMMENCED IN SEPTEMBER OF L987.

COMMTSSION HAS FORMED A WORKTNG GROUP
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WHICH IS COUPRISED OF



REPRESENTATIVES OF THE COMMISSION STAFF' rHE OFFICE OF THE

PEOPI,E'S COUNSEL, AND OTHER INTERESTED PARTIES WITH C&P SERVING

AS BOTH A PARTICIPAI'TT AND PROVIDER OF TECHNICAI' INFORMATION' THE

WORKING GROUP IS TO FORWARD RECOMMENDATIONS TO THE COI'II{ISSION IN

A REPORT DUE AT IHE END OF 1988.

MUST ADDRESS ARE:

N{ONG THE QUESTIONS THE GROUP

WHATIsTHENATuREA}IDScoPEoFCURRENTAND
ANTICIPATED COI'{PETITION FACING C&P?

WHATIsTHENATuREANDEXTENToFBYPASSoF
C&P FACILITIES BY LARGE USERS AND

INTEREXCITANGE CARRIERS?

WHATIMPACTDoESRATEoFRETURNREGUI,ATIoN
HAVE ON C&P'S COMPETITIVENESS? AND

DOES RATE OF RETURN PROVIDE ADEQUATE
INCENTIVES TO REGUI,ATED TELEPHONE COI'{PA}TIES

TO IMPROVE AND I{ODERNIZE THEIR SERVICES?

MARYI,AND HAS ALSO USED THE WORKING GROUP CONCEPT TO

INVESTIGATE THE NEED FOR REGUI,ATORY CHANGE. THE I{ARYLAND GROUP

wAS COUPOSED OF REPRESENTATMS FROI{ COMMISSIoN STAFF, THB OFFICE

OF THE PEOPLE'S COUNSEI,, C&P OF MARYI,AND, INTEREXCHANGE CARRIERS'

c6'P cusTouERs, AND THE MARYLAND DEPARTMENT OF ECONOMIC AND

EMPLOYMENT DEVELOPMENT. C&P SUBMITTED A PROPOSAL FOR ITS OWN

I



CONSENSUS REPORT TO THE I'{ARYI,AND COM!,IISSrON BY rHE END oF 1987.

C&P OF I,IARYI,AND'S PROPOSAL WOULD HAVE FROZEN CERTAIN BASIC

SERVfCE RjA'TES FOR THREE YEARS, fN EXCIIAI{GE FOR I{HfCH I,{ARYLAND

WOULD ALLOW I'{ARKET BASED PRICING OF OPTTONAL SERVTCES OR TI{OSE

DEEMED EXPOSED TO SIGNTFICANT CO!{PETITION. THESE SERVICES WOULD

INCLUDE CENTREX,

PRIVATE LINE,

PUBLIC TELEPHONES, C'['STOM CALLING FEATIURE, WATS,

BILLING ANDAND SPECIAL AND SWITCHED ACCESS,

collEcrroN, AUDrorEx 976t YELr,ow pAGEs, AND rNsrDE wrRrNc.

THE TASK FORCE WAS

THE PARTTES TO THE TASK

ITNABLE TO CARY OUT ITS CHARGE, HOWEVER.

STRONGEST OPPOSITION

FORCE COULD NOT REACH A CONSENSUS, WrTH

APPARENTLY coMING FRoIt! TNTEREXCHANGE

CARRIERS CONCERNED WITH ACCESS CHARGES, SEPARATION OF COSTS, AND

THE COMMISSTON STAFF
CRITERIA FOR

APPARENTLY SAW

AS A RESULT OF

COMPETITIVE SERVICES.

DIFFTCULTIES WITH RESTRICTTONS ON

THESE CONFLICTS, THE TASK FORCE

SERVTCE RESALE.

CHATRMAN DECTDED

TO ASK FOR ADDITIONAL PUBLTC COMI,TENT AND THEN TO FORWARD THE

GROUPIS COilPILED RECORD AND ITS MEI{BERS I POSITION TO THE

COMMISSION FOR ITS REVIEW. THE COI,II.TISSION HAS RECENIIJY CONCLUDED
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HEARINGS AND WILL RENDER ITS DECISIONS IN THE NEAR FUTURE.

VIRGINIA HAS ADOPTED A VARIETY OF DEREGUI,ATORY INITIATIVES.

rN 1984, rN LrGHr OF NEW LEGTSLATION, THE VIRGINIA CORPORATION

DISTANCE AND CERTIFICATEDCOMMISSION DEREGUI,ATED INTER-I,ATA I.,oNG

FIVE NEW INTER-I.ATA CARRIERS.

wIrH RESPECT rO IOCAL EXCIIANGE CARRIERS, OR LECS THE

VIRGINIA GENERAL ASSEMBLY HAS AI,READY DEREGUI,ATED TETEPIIONE

coMpANrEs WITH REVENUES OF $ZO II{ILLION OR LESS. THESE COMPANIES

II{AY CTTARGE RATES WITHOUT COIiI!,IISSION HEARINGS UNLESS 5* OF THE

cusTo!{ERs pRoTEsT, oR IF THE COMMISSION ITSELF CHOOSES TO

INVESTIGATE.

WITH RESPECE TO THE T.ARGE LECS, IN NOVEMBER OF 1987, A

VIRGINIA COUMISSION TASK FORCE RECOMMENDED IN AN INTERII{ REPORT

TO LECS IS NO LONGERTHAT RATE OF RETT]RN REGUI,ATION AS APPI,IED

ADEQUATE TO MEET THE NEEDS OF A COI,IPETITM MjIRKETPLACE. IT

RECOI,IMENDED ADOPTION OF TEGISI,ATION E!{POWERING THE COMMISSION TO

APPLY NON-TRADITIONAL REGUI,ATORY MEASURES TO EXCHANGE CARRIERS

AND rTO PROVIDE GREATER DISCRETTON ITO THE COI{MISSION] TO DEAL

t0



WITH CITANGES IN THE

ALSO RECOI{I,TENDED

COMI'fiSSION ttPROPOSE

LEGISI,ATTON IS PASSED, THE

PERMITTING LECS TO APPLY TO

HAVE THETR RATES GOVERNED BY THE FORCES OF COII{PETTTION FOR THOSE

SERVICES THE COI{MISSION DEEUS APPROPRIATE. II

IN PENNSYLVANIA, THERE HAVE ALSO BEEN CALLS FOR LEGISI,ATIVE

TETECOMMT'NICATIONS INDUSTRY . II THE TASK FORCE

THAT IT THE

FORI{AL RUIAS

AFTER AN ABORTTVE

PENNSYLVANTA EARLY

REVTSION COMING DIRECTLY FROM THE INDUSTRY.

ATTEMPT AT DEREGUI,ATORV LEGISI.ATION BY BELL OF

rN L9g7' THE PENNSYIVANTA TELEPHONE AssocrATroN PROPOSED DRAFT

LEGTSI,ATION SEEKTNG SI{EEPING DEREGUI,ATORY CHANGEs. THE BILL wout,D

IMMEDIATELY DEREGUI,ATE BILLING A}ID COLTECTION, YELIow PAGES

DTRECTORY ADVERTTSING, wHIrE PAGES DIRECTORY SERVICES, MOBITE

TELEPHONE AND PAGTNG' AND OPERATOR sERvrcEs. MOREOVER, ALIJ NEW

NON-BASIC SERVICES INTRODUCED AFTER THE EFFECTIVE DATE OF THE

LEGISI,ATION WOULD NOT BE REGUI,ATED. THE COMPANIES I{OULD BE

REQUIRED TO

PENNSYLVANTA

REPORT CERTAIN FINANCIAL AND OTHER DATA TO THE

couulssroN' AND To coMPLY wrTH NEI{ AccoUNTING AND

AUDIT RULES. THE BILL WOULD COMPLETELY DEREGUI,ATE CARRIERS WITH
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FEI{ER TIiN{ FIFTY THOUSAI{D ACCESS LINES, ALTHOUGH RATE PROCEEDINGS

WOULD BE HELD FOR INCREASES OF MORE TITAN TEN PER CENT.

oN THE FEDERAL LEVEL, THE FCC HAS, OF COURSE' REVISED ITS

PROCEEDING TO APPI,Y PRICE CAP REGUI,ATION TO AT&T I S REGULATED

OPERATIONS AI.ID TO THE INTERSTATE ACCESS SERVICES PROVIDED BY

LOCAL EXCIItr}{GE CARRIERS. THE LENGTHY, COMPLEX PROPOSAIJ SEEKS TO

CURE I{A}.IY OF THE DEFECTS IN PRIOR, INDUSTRY-ORIGINATED PROPOSALS'

AND IN DOING SO APPEARS TO HAVE AROUSED THE CONCERN OF THE

COMPANIES THAT HAD INITIALLY PROMOTED THE NEW UETHODOIOGY.

rHE CI'RRENT PROPOSAIT WOULD CREATE PRICE CAPS AS A VOLITNTARY

AIJTERNATIVE TO RATE OF RETURN REGUI'ATION ' AT&T AND IOCAL EXCHANGE

CARRIERS COULD CHOOSE TO ADOPT PRICE CAP REGUI,ATION OR NOT. THOSE

CHOOSING PRICE CAPS WOULD HAVE THETR CURRENT TARIFFED RATES

ESTABLISHED AS THE TNITIAL CAPPED RATES. FOR EACH OF THE NEXT

FOUR YEARS, THE CAppED RATES WOULD BE AnrusTED FOR TNFLATION

BASED ON A DEPARTMENT OF COMMERCE INDEX DERIVED FROM IHE GROSS

NATIONAL PRODUCT.

EACH YEAR, THE CAPPED RATES WOULD BE REDUCED BY THREE
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PERCENT: TWO AND ONE HALF PERCENT REPRESENTTNG PRODUCTIVITY

TNCREASES THE TELEPHONE TNDUSTRY HAS HISTORTCALLy REALIZED, AND

ONE HAT,T OF ONE PERCENT REPRESENTING A''CONSI'II{ER PRODUCTIVITY

THE CPD TS INTSNDED TO RETI'RN TO CONSUI'{ERSDTVIDEND, OR

PRODUCTIVITY SAVINGS THE TCC EXPECTS IHE COMPANIES TO REALIZE AS

A DIRECT RESULT OF ADOPTING PRICE CAPS. ALL TOLD, THE FCC

A}.ITICIPATES REAL RATE REDUCTIONS OF $g.C BTLLION, OF WHICH $r.E

BILLION DERIVES FROM THE CPD.

COMPANIES ADOPTINC PRICE CAP REGULATION WOULD HAVE BROAD

I,ATTTUDE TO ADTUST RATES FOR PARTICUT,AR SERVTCES, PROVIDED rHAT

DECREASED MORE THAN 5 PERCENT PERRATES ARE NOT INCREASED OR

YEAR. SERVICES WILL BE AGGREGATED INTO SPECIFIC SERVICE

GROUPINGS, OR

BASKET UAY B8

IIBASKETST, AND R]ATES FOR SERVTCES WTTHTN EACH

ADJUSTED WITHTN THE FIVE PERCENT ANilUAL LII{ITS

PROVIDED THE COMBINED RATES FOR ALI, SERVICES WITHIN A BASKET DO

CPD.

NOT EXCEED THE PREESTABLISHED

AGGREGATION OF AT&I AND LEC

CAP. THE FCC HAS PROPOSED

SERVICES INTO rIfO BASKETS OF

PRTVATE LTNEsERvrcEs, CORRESPONDTNG ROUGHTJY To swrrcHED AND
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SERVTCES.

NEW SERVICES WOULD NOT

AND THE FCCIS EXISTING TARIFF

BE SUBTECT TO PRrCE CAP REGULATTON,

ONCE NEW

FTGURES, rl

IIMBRELL;4,.

PROCEDT'RES WOULD CONTINUE TO APPLY.

SERVICES HAS ESTABLISHED TTHISTORICAL PRICE AI'ID DEI'IAI'ID

THE SERVICES WOULD

ALSO EXCLUDED FRO!{

BE BROUGHT I'NDER THE PRICE CAP

PRICE CAP REGUI,ATION WOULD BE

BASED TARIFFS.SPECIAL CONSTRUCTION AND INDIVIDUAI., CASE

EARLIER, PRICE

COI,TPAI{IES COULD

CAP REGUI,ATION WOULD BE WHOLLYAS I NOTED

VoLUNTARY, AND

EXISTING I{ODE OF

CHOOSE TO REMAIN WITHIN TIIE

REGUUA,TION. LECS CNOOSING TO ADOPT PRICE CAPS,

HOWEVER, I{UST WITHDRAW FROI-{ THE POOI,ING PROCESS THROUGH WHICH

ACCESS ARE AVERAGED.RATES FOR LOCAL NEIWORK

THE FCC HAS TARGETED IMPLEI{ENTATION OF PRICE CAPS TO BEGIN

APRIL r, 1999, rF rT ADOPTS THE

TOTAL Otr' 90

FINAI, PROPOSAL. THE FCC HAS

AFFORDED THE PUBLIC A DAYS IN !{HICH TO COII{I,TENT.

THIS I,ATEST PROPOSAL TS CLEARLY AN IMPROVEMENT ON THE PRIOR

PRICE CAP PROPOSAL IF FOR NO OTHER REASON THAN THAT IT PROVIDES

SOME I,IEAT ON THE BONES, GREATER LEVEL OF DETAIL, AND BECAUSE IT
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ENSURES THAT CONSI'I{ERS ARE GUARANTEED A FI,OW THROUGH OF SAVINGS

IN THE TORI-{ OF THE CONSU!,TER PRODUCTIVITY DIVIDEND. NEVERTHELESS,

MANY OF THE CONCERNS VOICED IN THE FIRST ROUND OF COMI{ENTS REMAIN

UNADDRESSED. FIRST, By ALISWTNG CITRRENT RAfES TO SERVE AS

TNTRODUCTORy CAPS, THE FCC PERPETUATES BUrLT-rN TNEFFTCIENCIES.

II{ORE APPROPRTATE WOULD BE AN ACROSS THE BOARD RATE REDUCTION

PRrOR TO CAppINc, AS SUGGESTED By FCC COMI{TSSTONER QUELIO.

sEcoND, THE FCC HAS PROPOSED ONLY TWO SERVICE BASKETS FOR

EACH COMPANY. THIS VIOULD PROVIDE CARRIERS WITH BROAD I,ATITUDE TO

ADJIIST PRTCES FOR SPECTFTC SERVTCES WrrHrN EACH BASKET, THEREBy

ALI,oWING I{IDE PRICING SWTNGS FOR SPECIFIC SERVICES. OVER A FOUR

YEAR PERIOD, A CARRIER COULD RAISE RATES FOR A SERVICE AS }fUCH AS

TWENTY PERCENT WITHOUT FCC REVIEW OR CONSIDERATION. SUCH WIDE

SWINGS WOULD BE I{AD8 T{ORE DIFFTCULT IF SERVICES WERE GROUPED IN

NARROWER BASKETS BASED ON MORE LOGICAL CRITERIA THAN WHETHER A

SERVICE IS SWITCHED OR UNSWITCHED.

AND THIRD, THE MANDATORY THREE PERCENT PER YEAR PRODUCTIVTTY

RATE CUT I'{AY BE A PERVERSE INCENTIVE FOR PARTICIPATING CARRIERS
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TO CUT CORNERS, THEREBY ITNDERI'IINING THE QUALITY Or COMI{I'NICATIONS

SERVICES.

INVESTMENT

RATHER THAN COMMITTING THE NECESSARY LEVEL OF

TO PUT THE AUERICA}.I TELECOMMUNICATIONS NETWORK BACK

rNTO THE FORETRONT Otr WORLD TECHNOIOGY, PRICE CAPS COULD INDUCE

THE DETERIORATION OF THE NETWORK AND INIRODUCE SERVICE

DISRUPTTONS INTO WHAE HAS HISTORICALLY BEEN A SEAI,TLESS WEB

TRN{SPARENT TO USERS.

THESE AND OTHER FACTORS WILL NO DOUBT WETGH HEAVTLY IN THE

COMMENTS FILED IN RESPONSE TO TH8 FCCIS NOTICE. MORE WILL CROP UP

WHEN PARTICIPANTS HAVE HAD AN OPPORTUNITY TO EXAIT{INE !,TORE CI,oSELY

THE UNDERLYING COSTS IN RELATION TO THE PROPOSAL. WHILE IT IS TOO

FINAL DETERMINATION ON THE ACCEPTABILITY OF THEEARLY TO !4AKE A

FCCIS PRICE CAP PI,AN, THE $1.5 BILLION CONSI'!{ER PRODUCTIVITY

DIVIDEND MAY BE AN INADEQUATE SUGAR COATING ON THE BITTER PILL

PRICE CAPS MAY PROVE TO BE.

IN LIGHT OF MY REI{ARKS OT THE PAST TEW MINUTES, IT MAY

SURPRISE YOU TO KNOI{ THAT I AI{ NOT OPPOSED TO REGSI,ATORY REFORM.

WE
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I BELIEVE, HOWEVER, THAT BEFORE REPI,ACE ONE FORM OF REGUI,ATION



FOR ANOTHER IT MUST BE CI,EAR THAT THE CHOSEN METHOD WILL ruPORVE

THE OVERALL STATE OF TELECOMMUNICATIONS, THAT IT WILL INCREASE

EFFICIENCES, YIELD TECIINOIOGICAL INNOVATIONS, CREATE SUSTAINED

PRICE REDUCTIONS, AND THAT BENEFITS WILL APPRECIABLY EXCEED

RISKS. I ALSO BELIEVE THAT REGULATORY REFORI'I SHOULD PROCEED

sIowLY, CAUTIOUSLY, ON A SERVICE-BY-SERVICE BASIS, AND ONIJY AFTER

CUSTOMERSA CONVINCING SHOWING THAT IT IS IN THE BEST INTEREST OF

AND COI{PANY ALIKE.

THANK YOU.


