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I AI{ DELIGHTED TO BE HERE WITH YOU THIS AFTERNOON. I WANT TO

TIIAI.IK THE COI,I!,TITTEE FOR THE INVITATION AND THE OPPORTI'NITY TO

DISCUSS SEVERAL ISSUES WITH WHICH WE SHARE SIGNITICAI.IT MTIIUAL

TNTEREST. SINCE I AI'{ STANDING HERE BEFORE MB{BERS OF THE PRESS,

LET M8 HASTEN TO SAY IIFOR THE RECORD'' THAT I AU HERE TODAY IN !{Y

CAPACITY AS CHAIRI{,A}T OF THE DISTRTCT OF COLWBIA PUBLIC SERVICE

COl.tl.fiSSION AND I'!y RE!,IARKS ARE ATTRIBIIIED SOLELY TO ME AND NOT IN

MY CAPACITY AS CHAIRI,IAT.T OF THE COI'TI,fT,NICATIONS COMII{ITTEE OF THE

NATIONAL ASSOCIATION OF REGUI,ATORY UTILITY COI.TMISSIONERS, NARUC.

I HAVE BEEN ASKED TO STTARE MY PROGNOSIS AI{D PERSPECTIVES ON

FEDERAL INITIATIVES TO LIFT THE MODIFIED FINAL JI'DGB,TENT

RESTRICTION ON INFORMATION SERVICES AND THE POTENTIAL TOR CROSS-

SUBSIDY.

PERHAPS IT IS lr{ORE APPROPRIATE TO STATE THAT I WILL BE SHARING

l,tY vlEws oN THE TNDUSTRY INITIATMS, SPECTFICALLY THOSE OF THE

REGTONAL BELL OPERATTNG COt{pAl{IES, SUCH AS BELL ATT,ANTTC AI.ID BELL

souTH, To TNFLUENCE FEDERAL AND STATE ACTIONS RESI'LTTNG IN THE

ELII,TINATION OF THE MFJ RESTRICTION ON INFORMATION SERVICES.

AS YOU l{AY KNOW, ttNDER THE MODTFIED FINAL JUDGB,IENT, WHrCH

CONCLIJDED THE U.S. DEPARTI.{ENT OF JUSTICETS AI.ITITRUST SUIT AGAINST

AT&T IN 1984, THE RBOCS WERE PROHIBITED FROM (1) MANUFACTTTRING

TELEPHONE EQUIPMENT, (2' PROVIDING LONG DISTANCE TELEPHONE

SERVICES, AlirD (3) pRovIDING TNFORMATION SERVICES. THE PRII,I,ARY

PURPOSE OF THE LINES OF BUSINESS RESTRICTIONS WAS TO ELII'{INATE THE

RBOCS T TNCENTM AND ABILITY, THROUGH CROSS-SUBSIDTZATION,

DrscRn{rNATroN AND OTHER ANTr-COMPETTTTVE CONDUCT, TO LEVERAGE

THEIR BOTTLE NECK CONTROL OF THE REGUI,ATED LOCAL EXCHANGE



MONOPOLTES ro FORECLOSE oR TMPEDE COI.tpETrrroN rN RETATED,

PorENTrAr-,LY coMPETrrrvE l,tARKETs. As AN gl(Altpl.,E, THE RBocs wERE

PROHIBITED FROI.T PROVTDING TNFORIT{ATION SERVICES--PARTICUI,ARLY THE
DTSTRIBUTION OF INFORMATION THEY THE,{SELVES HAD GENERATED--BECAUSE

TIIE SAI.IE TNCENTIVES AND ABILITIES FOR ANTT-COMPETITIVE CONDUCT

EXIST WITH RESPECT TO THIS MARKET. IT WAS BELISVED T}IAT A COUPANY

TTTAT HAS A I'{ONOPOLY ON TRANS!{TSSION oF rNFoRI.{ATIoN, coULD Not, BE
TRUSTED WITH ALSO GENERATING INFORMATTON FOR SALE TO THE PUBLTC

BECAUSE ITS TRANSUISSION I'{ONOPOLY GTVES TT THE CAPACITY TO D8I,AY,
TUPEDE, OR OTHERI{ISE TO DISADVAI{TAGE THn DATA GENERATED BY oTHERs.

r }!UST POTNT OUT THAT THE MFJ WHICH GOVERNS THTS TNDUSTRY WAS

NOT DREN{ED-UP BY THE COURT, IT WAS THE PRODUCT OF NEGOTTATIONS

BETWEEN THE DOJ AI{D TH8 BELL SYSTE!.I AND AGREED TO BY ALL INTERESTED
PARTTES. YET I AI.T COIWINCED THAT BEFORE THE INK WAS DRY ON THE
coNsENT DECREE, THB RBocs BEGAI{ AND CONTINUE To AGGREssrvELy FoRW-
SHOP AT EVERY LEVEL OF FEDERAL AND STATE GOVERNIT{ENTS OF THIS NATION
rN AN EFFORT TO ELIMINATE THE LINES OF BUSINESS RESTRTCTIONS AI,ID

IN PARTICUI,AR THE INFORMATION SERVICE RESTRICTTON. UNFORTI'NATELY,

rN l-{Y oPrNroN, THE RBocs HAVE MADE srcNrrrcANT pRocREss, rr rs
TNTERESTING TO NOTE THAT JUDGMENTS IN MAJOR ANTITRUST CASES

TRADITIONALLY ENDT'RE AN AVERAGE OF FORTY YEARS. THE CONSENT DEGREE

I{HICH GOVERNED THE BREAK-UP OT THE STAI{DARD OIL TRUST HAS I,ASTED
FOR SEVENTY-SfX YEARS, WHfLE THE DECREE SEPARATfNc MOTTON pICTuRES

DTSTRIEUTION FROM THEATRE OPERATTON HAS I.ASTED FOR FORTY-ONE YEARS.
CONSIDER THIS, WITHIN THREE YEARS AFTER THE I,IFJ wAs ENTERED, THE
SAI'IE DEPART!'IENT OF JUSTICE WHTCH ADAMANTLY LTTTGATED TOR THE LINES



OF BUSINESS RESTRTCTIONS BEGAN AND TS CURRENTLY STJPPORTING THE
RBOCS' NEQUEST FOR THE ELIMTNATTON OF'THESE SA}IE RESTRTCTTONS.

l'toREovER' DESPITE THEIR CONTINUED ATTACKS oN JITDGE GR8ENE AIID
THE MFJ DECREE, THE RBocs HAVE FREQUENTLY UsED THE WATVER pROCESS,

DEVELOPED BY JI'DGE GREENE, IN AI{ EFFORT TO OBTAIN ADDITIONAI,
ANTTTRUST RELTEF. DURTNG THE pERroD 1984 TEROUGH Lg87, THE RBOCS

I{ERE GRANTED 160 WAIVERS RANGTNG FROI{ THE PROVISION OF TTI.{E Al{D
I{EATHER SERVICES TO THE EXPANSTON OF CELLI'I,AR AND PAGING CATLING
AREAS BEYoND r.ATA BottNDARrEs. l,toREovER, rN sEprE[,tBER oF 1982,
JUDGE GREENE ORDERED THE LITTTNG OF THE INFORMATION SERVICES
RESTRICTIONS TO THE EXTENT OF ENABLING REGTONAL COMPANIES TO
ACQUTRE AND OPERATE TNTRASTRUCTURE NECESSARY FOR TRANSMISSION OF
INFORI,TATION SERVICES GENERATED BY OTHERS AI.ID REUOVED THE LII,TITATION
oF UNREr'ATED BUSTNESS ACTrVrrrEs. THEN rN !{ARCH Or 1988, THE JUDGE

ALLOT{ED THE LOCAL EXCHANGE COMPANIES INTO TR.N{SI,TISSION OF
INFORMATTON AS PART OF A GATEWAY, DEFINTNG 'ITRANSII{ISSTONI AS DATA,
ADDRESS TRANSLATfoN' PRoTocoL coNvERsIoN, BfLLING MANAGETTENT AND

TNTRoDUCToRY TNFoRMATToN CoNTENT. HE ALso ALr,owED THE LEcs To
ENGAGE rN VOrCE STORAGE AND RETRTEVAL SERVTCES, TNCLUDTNG VOrCE
MESSAGTNG AND ELECTRONTC MAIL.

EVEN WITH THE BENEFIT OF HAVTNG A CONSENT DECREE THAT WAS

DESIGNED TO ALLOW FOR MODTFICATIONS AS NEEDED AND AUTOMATTC

TRIENNIAL REvIEws' THE RBocs *ERE STILL DI''ATI'FIED.
oN APRfL 3, 1990' tHE IjNITED STATES COttRT OF APPEALS FOR THE

DTSTRICT OF COLIruBTA CIRCUIT DETER},IINED THAT THE LOCAL EXCHANGE

COMPANIES' uNoPPosED MoTroN To LIFT THE DEcREE's TNFoRMATToN



SERVTCE RESTRICTTON TN TTS ENTIRETY MUST BE DETERI.IINED UNDER A
DIFFERENT STANDARD THAN THE ONE APPLIED BY JUDGE GREENE. INSTEN),
oN REI'iAND, rHE DrsrRrcr corrRT MUsr Now DEcTDE THE "puBLrc
rNTEREsr'' ruPLrcATroNs BAsED oN pREsENr MARKET coNDrrroNs,
CONSTDERTNG ALSO IITHE PRACTICAL DITFICT'LTY OF ENFORCTNG A MERELY

PARTIAL REPEAL OF THE INFORI{ATION - SERVICES BAN.I

}JHILE JUDGE GREENE GRAPPLES WTTH THE IMPLTCATIONS OF THE
RECENT REI.{AND' THE RBOCS HAVE SUCCESSFT'LLY LOBBTED THE CONGRESS FOR
THE INTRODU TION OF LEGTSIJ\TTON WHICH WOT'LD ELI!{TNAT8 THE LINE OT
BusrNEss REsrRrcrroNs. A srArF DRAFT BrLL rs cuRRENTLy DoRITIANT rN
THE HOUSE SI'BCOMI{ITTEE ON TELECO!,IMT'NTCATIONS. THE DRATI BILI,,
ENTTTLED THE ItTELEcoMMuNrcATroNs polrcy Acr oF 1990*, oR coMIr{oNLy
REFERRED TO AS THE ''MARKEY DRAFT BILLII, HAS BEEN CHARACTERTZED AS
IIA PHASED-IN T'NLEASHTNG OF THE ROBCSII TNTO BUSINESSES BARRED BY THE
MTJ.

vlrrH RESPECT TO TNFORI.IATTON SERVTCES, TH8 DRAFT spEcrFrcALLy
PERIi{rrs rHE RBocs ro ENGAGE rN THE pRovrsroN oF ELEcrRoNrc yELLow
PAGES, ADVANCED NETWoRK sERvrcEs, cusroMER NETWoRK sERvrcEs, AND
OT.N OT REGION INFORMATION SERVICES TI{ROUGH A SEPARATE SUBSTDTARY.

ONE OF THE MAJOR CONCERNS I HAVE WTTH THE DRAFT IS THAT
ALTHOUGH rr coNTArNs SEPARATE SUBSTDTARY REQUTREX.|ENTS rr pERMrrs
THE FCC TO WAIVE SUCH REQUTREI'{ENTS FOR BoTH INFoRMATToN sERvTcEs
AND MANUFACTURTNG AFTER THREE YEARS. TN ADDITION TO THE FCC WATVER
PRovrsroNs, THE DRAFT l{oul.D suNsET THE REsTRrcTroNs oN TNFoRMATToN

,h ^ 
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,(D.c. circuit tto. , H. 29 April 3, 1990.
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SERVICES AFTER TEN YEARS, VIRTUALLY ELI!{INATING THE REGT'I,ATORY

SAFEGUARDS THAT PROTECT MONOPOLY RATEPAYERS AI{D COMPETITORS FRO!.!

CROSS-SI'BSIDIZATION AND OTHER AI{TI-COMPETITIVE CONDUCT.

AS CI'RRENTLY WRITTEN THE DRAFT APPEARS TO HAVE SEVERAI., MAJOR

TMPLICATTONS. IT PERIT{ITS THE REI-{OVAL OF TH8 LINES OT BUSTNESS

RESTRTCTIONS CONTAINED IN THE MFJ. IT RN,IOVES THE MTJ WAIVER

PROCESS FROM THE U.S. DISTRICT COT'RT AND JUDGE GREEN AI'ID TRANSFERS

TH8 JURISDICTION AND RESPONSIBILITY TO THE FEDER,AL COMI,II'NICATIONS

COMMISSION (TCC). ALTHOUGH IT MAY HAVE BEEN I'NINTENTIONAL THE

DRAFT APPTARS TO GRANT THE RBOCS ANTITRUST IMMI'NITY FROI,T COMMISSION

ATITHORTZED CONDUCT WHICH IN EFFECT SHTFTS THE ENFORCE}IENT OF

ANTITRUST I,AWS TROM THE COI'RTS TO THE FCC.

ALTHOUGH W8 HAVE BEEN ASST'RED THAT CONGRESSTONAL ACTION

CONCERNING THE ELI!{INATION OF THE MFJ RESTRICTIONS WILL NOT OCCT'R

IN THIS SESSION, MY SOT'RCES ADVISE ME THAT THE MFJ LEGISI,ATION WTLL

BE RESI'RRECTED IN THE NEXT CONGRESSTONAL SESSION. I BELIEVE THAT

JUDGE GREEN ' S DECISION ON REII,IAND WILL SIGNIFICANTLY RETARD OR

ACCELERATE THE LEGISLATM INITIATMS. IF FOR INSTAI'ICE JUDGE

GREENE PERI'IITS THE RBOCS TO PROVIDE ELECTRONIC YELLOW PAGES, AI.ID

HE HAS INDICATED THAT HE !tAY, THEN I BELIEVE THE RBOCS WILL NOT

PUSH FOR LEGISLATM RELIEF BY THE CONGRESS. COIMRSELY, IF JUDGE

GREENE DOES NOT GRANT JUDTCTAL RELIEF TH8 RBOCS WTLL CONTINUE THEIR

MASSIVE, TNTENSIVE AND EXPENSIVE PUBLIC REI.ATTONS CAI,TPAIGN AND

LOBBYING EFFOR?S TO OBTATN LEGISI.ATIVE RELTEF FROI,T THE TERMS OF THE

CONSENT DECREE. THE REGUI,ATORY COMMUNITY HAS HE.ARD SUCH FIGTIRES

As $21 MrLLroN As A LoBByTNG wAR cnEsr AI'{AssED By rHE BELLs rN THrs



EFFORT. THE RBOCS INSIST THAT THE UFJ DECREE IS HAR}TNG THE

NATIONAL INTEREST, DENYING CONSItrERS ACCESS TO ADVN{CED

TELECOMMttNrcATroNs SERVTCES, RETARDTNG rHE DEVELOPMENT OF THrs

NATIONIS INFRASTRUCTT,]RE, CONTRIBUTING TO OT'R COI,TPETITIVE DECLINE

INTERNATIONALLY, AND THAT JT'DGE GREEN ' S I}IPLEI-{ENTATION OF THE

CONSENT DECREE IS A DIRECT AFFRONT TO CONGRESSIONAL

RESPONSIBILITIES AND AIITHORITY TO DETERI,TINE TELECOMT{T'NICATIONS

POLICY. EVEN ASSWING THAT THE HARI.{S IDENTIFIED BY THE RBOCS DO

EXIST, I{HfCH ABSENT ANY EII{PIRfCAL DATA I TAI(E STRONG ISSUE WITH,

r BELIEVE THERE AR8 GREATER RISKS AND }IARM THAT COI'LD BE INCT'RR8D

BY LIFTING THE RESTRICTIONS. THEY ARE THE VERY SAI,TE RISKS THAT

PROI,TPTED THE NEED FOR THE RESTRICTIONS AT DIVESTITURE. THESE

INCLUDE THE INCENTIVE OF THE RBOCS TO SUBSIDIZE THEIR UNREGUIJ\TED

COMPETTTIVE BUSINESSES WITH REVENUE FRO!{ REGUI.ATED I,TONOPOLY

CUSTOMERS; THE TEDERAL COM!{UNICATIONS COMIT{ISSIoNIs PREEI'{PTIoN otr.

STATE REGULATORY AIIIHORITY; THE RBOCS EXPOSITRE OF RATEpAyERS TO

FTNANCIAL RISK OF RBOC ENTRY INTO SPECIII.ATIVE COMPETITIVE VENTIIRES;

AND THE RBOCS TRANSFER OF ENTERPRTSES TO TJNREGUI,,ATED AFTILIATES

RESULTING IN A REDUCTION IN THE CONTRIBUTION OF RE\/ENUES WHTCH

SUPPORT BASTC TELEPHONE SERVICE AND ENSI'RE TTS CONTINUED

AFFORDABILITY.

THE SIZE AND POWER OF THE RBOCS AND THE LIMITED REGI'I.ATORY

RESOT'RCES OF THE FCC MAKE OVERSIGHT OF THE RBOCS MORE THEORETTCAL

THAN RE.AL. THE FEDERAL REGUI,ATORY SAFEGUARDS AND THE MONITORING

BY coMPETrroRs II{AY PRovE rNsuFFrcrENT To pRorEcr LocAL RATEpAyERs

IF THERE ARE CHANGES TO THE MFJ.
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rF THE RBOCS ARE ALLOWED TO PROVTDE TNFORMATTON SERVICES, THE

QUESTION ARTSES AS TO WHAT SAFEGUARDS ARE NECESSARY FOR I,TONOPOLY

RATEPAyERS (AND YES, YOI,R TNDUSTRY, AS COMPETITORS) BECAUSE OF THE

ADVN{TAG8S THE RBOCS HAVE FROI,! THE JOINT PROVTSION OF MONOPOLY Al{D

COI.TPETITIVE SERVTCES USING TH8 SAI{E INTEGRATED NETWORK.

SfNCE DIVESTITURE, THERE HAS BEEN A DRAI'IATIC EXPLOSION fN THE

NU}IBER OT NON-REGT'I,ATED SUBSTDIARIES OF THE RBOCS. FOR EXN{PLE,

THE BELL ATLANTIC CO!{PANY GREW FROM 17 NON-REGII.ATED STBSIDIARIES

RIGHT AFTER DIVESTTTURE TO OVER 90 IN FTVE YE.ARS TO THE END OF

1989.

THESE TRENDS II{EAN THERE IS AN EVEN GREATER OPPORTTTNITY F.OR AI.ID

THUS RISK OF CROSS-SUBSTDIZATION FROI{ MONOPOLY RATEPAYERS TO THE

NON-REGUI,ATED SERVICES. TNTS TNCREASES THE ALREADY HEAVY BURDEN

UPON STATE REGUI,ATORS TO GUARD AGAINST ANTT-COMPETITIVE PRACTICES

AND TO INSI'RE A ''LEVEL PI.AYING FIELD'' WHERE COMPETITION CA}I FI'LLY

THRIVE. ONE OF THE WAYS WHICH I BELTEVE HELP TO ENSI'RE THE

EXISTENCE OF A LEVEL PIJ\YING FIELD TS THROUGH THE USE OF STRUCTUILAL

SAFEGUARDS IN ESSENCE, THE USE OF SEPARATE SUBSIDIARIES. THE

INTEGRATED NATT'RE OF THE NETWORK MAKES CROSS-SUBSIDIZATION

DIFFICULT TO DETECT AND IITONITOR. THE FULLY DISTRIBUTED COST

METHOD' KNOWN AS FDC' CURRENTLY REQUIRED By THE FCC WHICH ALLOCATES

COSTS BETWEEN THE REGUI,ATED AND NON-REGT'I,ATED SERVICES AND THEN

DIVIDES THE REVENUE REQUIRHI{8NT BETWEEN THE INTERSTATE AND STATE

JITRTSDICTTONS DOES NOT PROVTDE ADEQUATE SAFEGUARDS AGAINST CROSS-

SUBSTDIZATION AND PREDATORY PRTCING BY THE BELL OPERATING

COMPANIES. THAT IS, THE FDC-BASED COSTS WHICH ARE ALLOCATED TO A
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SERVICE DO NOT CORRESPOND TO THE PRICE THE SERVTCE WILL COMMAND IN
THE I'IARKETPLACE. fHfS DrLS.{MA ARISES BECAUSE THE LOCAL EXCHANGE

COMPANY (LEC) HAS A CLEAR Al.lD IJNAI,{BIGUOUS INCENTM TO ALLOCATE AS

MUCH OF THE JOINT COSTS OF PRODUCING BOTH REGI'I,ATED AND NON.

REGUI"ATED SIDE TO THE REGULATED SERVICES I{HILE ASSIGNfNG AS MUCtt

oF rrs REVENUES AS POSSTBLE TO THE NON-REGI'T,ATED SrDE. TI{US, rr
WOT'LD BE TN THE INTEREST OF THE LEC TO OPERATE A NON-R8GT'IAT8D

ACTTVTTY AT A LOSS (FROM THE TOTAL CORPORATE pERSpEerrVE) AS LONG

AS IHE REVENUES ASSIGNED TTBELOI{ THE LINEtt EXCEED THE SfI-!ILARLy

ASSTGNED COSTS.

IF YOU BELIEVE THAT THE RBOCS DO NOT CROSS-SI'BSIDTZE WTTNESS

THE CASE OF NyNEX. RECENTLY, THE NEW YORK pnBLrC SERVTCE

COMMISSION AI{D THE FCC HAVE USED THETR AUTHORITY TO TNVNSTTGATE

AFFILIATE TRANSACTIONS TO AUDIT THE REI,ATTONSHIP AI,IONG NYNEXIS

REGULATED AND IINREGI]I.ATED SUBSIDIARIES. NYNEX HAD ESTABLISHED THE

MATERTALS ENTERPRTSES COr{pANy (MECO) FOR THE pttRpORTED PTJRPOSE OF

REDUCING TH8 COSTS OF PT'RCITASING GOODS AND SERVTCES FOR ITS
REGUI"ATED COI'IPANIES. HOI{EVER, INSTEAD OF LOWERfNG THE COSTS, MECO

RAISED THE COSTS. FoR E)(AI.!PLE, MECO ACCEPTED A $SZa,OOO BID TO

REIt{ovE SWITCHES AND cttARcED NEw yoRK TELEeHoNE $erz, ooo r'oR THE

RTI,TOVAL VJITHOUT PROVTDING ANY ADDITIONAL SERVICE. MECO PT'RCHASED

CTRCUIT BOARDS FOR NYNEX. THESE BOARDS CAI{ BE PURCHASED FOR

APPRoxrl'tATELY $60.00 BUT !4Eco CHARGED THE opERATrNc cottpANrEs

$79.00 PLUS HANDLING.

ANOTHER }IAJOR CONCERN WITH THE FDC METHOD IS THAT If TGNORES

NON-BOOK TRANSFERS. THE ALLOCATTON I,IANUALS (CN{S) OF THE LECS DO



NOT TN ANY MATERIAL SENSE ADDRESS NON-BOOK TRAI{SACTTONS BEIN{EEN
REGUr'ATED AND NoN-REGUT.ATED AcrrvrrrEs. THESE rNcLuDE, Btrr ARE
Nor LrMrrED To, ExcHANGEs oF rNFoRMATroN, REAssrcNl,tENT oF
PERSONNEL' ACCESS TO THE FORMIDABLE FTNANCTAL REsoIJRcEs oF TTIE
REGUI',ATED urrlrrY, AND AccESs To THE TRIDE!,IARKs, REptrtATroN,
oRGN{IZATfoNAL A}'rD PHYSTCAL UBTQUITY, GooDwrLL, AND oTHER TANGTBLE
AND TNTANGIBLE RESOURCES OF THE REGUI,ATED UTTLITY Al{D TTS CORPORATE
PARENT' All HGMPLE oF THrs pRoBLExir rs THE TRANsFER oF cusro!.tER
PROPRTETARY NETWORK INFORI,TATION (CPNT) . WHEN A NEI,I RESTDENTTAL
cusrol'tER CoNTACTS THE LEC, SUCH TNFORUATTON AS TH8 CUSTOITTER'S NN,|E
AND ADDRESS CAN BE GTVEN TO THE NON-REGUI,ATED SIDE OF THE BUSINESS
(UNLESS THE CUSTOMER SPECTFICALLY PROHIBTTS THE TRANSFER OF SUCH
TNFORI{ATrON) AND THE sAl'{E cusrouER cAI.I THEN BE coNTAcrED To Btry A
NoN-REGUT'ATED sERvrcE sucH As vorcE uArL. yET, THERE rs NorHrNc
rN THE Fce I s cosr ALLocATToN RItLEs wurcH wouLD REeurRE AlIy
FINANCIAL TRANSFER OR XPAYI.{ENTII BY THE NoN-REGT'I.ATED STDE oF THE
LECIS BUSINESS FOR THIS INFORMATION. CONSIDER TH8 DISTINCT
coI'tPETrTrvE ADVANTAcE THAT THrs Grvns rHE RBocs rN THE pRovrsroN
oF TNFORMATTON sERvrcEs; GoNSTDER THE rupAcr tpoN youR rNDUsrRy.

As A REGULATOR, I PREFER SEPARATE suBsrDIARIEs As opposED To
ACCOUNTTNG-ALLOCATION RT'LES TO !{rNrurZE CROSS-STJBSIDIZATTON.
HOWEVER' I WAI{T TO STRESS THAT SEPARATE SI'BSTDIARTES IN AND OF
THEI.{SELVES ARE NOT SUFFTCIENT TO PROTECT THg RATEPAYERS OR
coMPETrroRs. AGATN, wrrNEss THE NyNEx srrUATroN.

THERE MUST BE ADDTTIONAI, ASSOCIATED SAFEGUARDS. SEPARATE
SUBSTDIARIES MAKE IT EASIER TO DETECT ANY CROSS-SUBSTDIZATTON WHTCH



l'trGHT occltR THROUGH PRocuREt{ENT pRAcrrcgs. THEV ArJso FAcTLTTATE
THE MONTTORING OF TNTRA-CORPORATE TRANSACTIONS AND ELIUTNATE THE
NEED TO DEX/8LOP ACCOUNTING RT'LES WHICH PROHTBIT THE TRN{SFER OF
COSTS TO RATEPAYERS. HOWEVER TH8 NECESSARY ASSOCTATED SAI'EGUARD
IS THE RIGHT OF THE FCC AND STATE COMUTSSIONS TO REVTEI{ AFTTLIATE
INTEREST TRAI{SACTIONS INCLUDTNG NOT ONLY THE PURCEASE AGREE.TENTS
Al{D CoNTRACTS PRroR TO EXECtrlroN, BUr ALSO TI|E BOOKS AI.ID RECORDS
oF AFFTLTATES' THrs AUTHoRrry rs NEEDED EvEN rN THE REcttr*aroRy
ENVTRONI'{EI'|1I' oF SEPARATE suBsrDrARrEs BEcAUsE sEpARATE sIIBsrDrARrEs
DO NOT REDUCE THE INCENTTVE OF THE PARTIALLY REGT'I,ATED FIRU TO
TNCREASE ITS PROFTTS THROUGH COST SHTFTING. SEPARATE SI'BSTDTARTES
ONLY PROVTDE A BRIGHT LINE THAT CAII BE SEEN TF THE REGUI,ATOR HAS
THE RTGHT TO LOOK.

ACCESS TO THE BOOKS AI.ID RECORDS oF AFFILIATES rs vrRrUAI,,&y
ruPOSSIBLE TODAY WITHOUT AFFILIATE INTEREST LEGTSI,ATTON.

As Al{ EXAMPLE, THE STAFF oF THE DrsTRrgr oF coLuIr{BrA puBLIc
SERVTCE COMUISSION HAS BEEN TRYING TO CONDUCT AN INFORI.IAL AT'DIT OF
C&PIS PROCURE!,IENT PRACTTCES SINCE 1989. THE STAFF WAS ABLE TO
OBTATN ONLY TNFORI{ATTON FOR C&P ' S PI'RCHASES FROI,T ATFILIATED BELL
ATr'ANTrc col{PANrEs. HowEvER, THE coupAlly wotl,D Nor pRovrDE THE
STAFF WITH SII.III,AR TNFORI.TATION FOR TTEI,TS SOLD BY BELL ATI,ANTIC TO
THE OTHER TELEPHONE OPERATTNG col'tPANrEs AND THrs INFoRITIATIoN rs
NECESSARY TO DETERIIIINE WHETHER THE C&P TRANSACTION WAS REASONABLE.
rN ADDrrroN, THE srAFF ALso NEEDs ro KNoI{ THE uNREGuT,ATED
AFFTLTATES' COSTS AND PROFTTS.

r CONTEND THAT THE ULTU{ATE SAFEGUARD AGAINST CROSS SI'BSIDY
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AND ANTI-COIIPETITIVE CONDUCT TS THE NEED FOR STRONGER STATE

AUIHORITY. DOES THAT SURPRfSE YoU? I AI't OF THB OPINION THAT THE

sTATEs, NoT THE Fcc, ARE rN THE BEST PoslrroN To ADDREsS THE

SPECIFIC NEEDS OF THEIR JURTSDICTTONS. THE STRENGTHENING OF THTS

ABILITY FoR THE STATES Is oF PARN{oI'NT CoNCERN To ttE AND, IN My

oPTNION, SHOI'LD BE TO YOU AS WELL.

TO THIS END, THE NARUC' rN TESTIMONY I GAVE BEFORE CONGRESS

REITERATED WHAT IT BELIEVES TO BE A MENU OT REGI'LATORY OPTIONS

AVAU,ABLE T{HICH NEED TO BE AVAII..ABLE TO TH8 sTATEs TN oRDER To
ASSI'RE THETR RTGHTFI'L REGUI,ATORY ATITHORITY SHOT'LD THE MFiI

RESTRTCTTONS B8 ELI}ITNATED. THESE oPTIoNs INcLUDE: (1) THE UsE

OF SEPARATE SI'BSIDTARIES; (21 STATE ACCEss To ACCoI'NTING REcoRDs

oF Boc AFFTLTATES; (3) sIATE-DETERIITNATToN oF AppRopRrATE

ALLOCATTONS OF COSTS BETI{EEN REGI'I,ATED AND UNREGIII,ATED BOC

OPERATTONSi (4) A STATE ANNUAL AUDTT REQUTREI.IENT; (5) THE

ALLOCATION TO THE NEW SERVICES OF NEI{ COSTS TO THE TELEPHONE

NETWORK AI.ID THE REQUIRTMENT OF CONTRIBIITION TO THE T'NDERLYING

NETWoRK cosrs i (6) srATE AppRovAL or Boc/AFFTLTATE pnRcHAsE

AGREE!{ENTS' '|INCLUDfNG THE AUIHORITY TO REQUIRE AND ESTABLISH THE

TERI,TS OT COMPETITIVE BTDDING TOR BOC CONTRACTS''; (7') STATE APPROVAL

OF THE SALE BY A BOC OF ITS CUSTOI.IER PROPRIETARY NETWORK

TNTORI{ATION; (8) OVERSIGHT AUTHORITY CONCERNTNG AFFILIATE RECOURSE

CREDIT ARRAI'IGEI'IENTS AGAINST BoC ASSETS; AND (9) sTATE AUTHoRfTy To
DISALLOW, rN RATEMAKING PROCEEDINGS, fNCREASED COSTs ASSOCIATED

WITH IICOST OF CAPITAL DUE TO A FAILED COI.TPETTTIVE VENTTIRE' IN WHTCH

THE BOC AFFILIATE MAY HAVE ENGAGED. I NOTE TI1AT THIS MENU ONLY
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TTLLUSTRATES THE KINDS OF ACTTONS STATES t{Ay CONSIDER TN(rNG. . . rf

HowEvER' r ALso NorE THAT THE !,tENu rNDrcATEs rHE DEGREE oF
FLEXIBILITY THAT THE STATES SEEK AND NEED IN FASHIONING REGT'I,ATORY

RESPONSES TO BOC-PARTICIPATTON TN THOSE I{ARKETS CURRENTLY

RESTRTCTED BY THE MTJ.

HAVING SHARED MY VIEWS ON

INITIATIVES TO ELIUTNATE THE I{FJ,

THE BELL OPSRATING COII{PANIES '
AI{D THE POTENTIAL FOR CROSS.

SIIBSIDY LET l{E BRIEFLY STATE THAT THE INFORI.IATfON snRvrcEs !{ARKET

IS A RAPIDLY CHANGING, MT'LTI-BILLTON DOLI,AR TNDUSTRY. TAI(EN AS

A WHOLE ' ?HE MARKET IS TRErIENDOUS , AND IS ONE oF THE FASTEST

GROWTNG SEgroRs oF THE U.S. ECONOMy. CONSERVATTVELY spEjMrNG, rr
ENcol{PAssEs AT LEAsr grso BrLr,roN A yEAR rN REVENuEs FRou coNTENT-

AI{D-SERVrCE SEGMENTS LrKE PUBLTSHTNG A}rD BROADCAST, AND AIIOTI|ER

$TOO BILLION IN COMPUTER HARDI{ARE AND SOFTT{ARE. IT IS MY

I'NDERSTAI{DING THAT OVER SIXTY LOCAL NET{SPAPERS ACROSS THE COI'NTRY

cttRRENTLY PROVTDE ELECTROI{rC vERsroNs oF THErR NEICS, SpoRTS, AI{D

WEATHER, AccEsSIBLE BY AUDIOTEX, vrDEoTEx, TttRouGH GATEwAys, oR
DTRECTLY oN LrNE.2 DrAr,oc, A LEADTNc Er,EcrRoNrc TNFoRI{ATroN

PROVTDER AND GATEWAY OPERAToRS pRovrDns coNswnRs AI.ID BUsrNEss
USERS Wrrll NEWS FROI{ AssocrATED PRESS, UNTTED PRESS TNTERNATTONAL,

BUsrNEsswrRE, AND I'lccRAw HrLL. r{Esr, THE DSMTNANT puBLrsHER oF
PRrNT LEGAL l'tATERrALs, oBvrously colr{pETEs wrrH ttEAD DATA cENTRAL,

THE DO}IINANT PROVTDER OF ELECTRONIC ALTERNATTVES.

zcuadraTElsevier, Directory of onrine Databases , 6L7 (Jan.lee0 )

aX 749-753.



NEWSPAPERS HAVE BECOI'TE I'{AJOR PARTTCIPANTs TN THE ELEcTRoNIc
TNFORUATION MARKET, EXPANDTNG THEIR ROLES AS PROVIDERS OF CRTTICE,L

BUSINESS AND NEWS SERVICES. HowEvER, IT IS Ir{Y VIEW THAT fF THE

INFORMATION SERVTCES RESTRICTION IS ELIUINATED BY JUDICIAL RSVIE!{
oR LEcrsr.ATrvE AcrroN, wrrHolll rHE sATEGUARDs wgrcu r HAvE

DrscussED HERE TODAY' THEREBY pgR!,trrrrNc THE RBocs To GENERATE

TNFORI{ATrON FoR SALE To rHE PttBLrc, rr wrLL GrvE THE RBocs
POTENTTAL TO PI..AC8 YOI'R INDUSTRY AT A TRB,IENDOUS COI,TPETTTIVE RTSK.

I RECENTLY READ A QUOTE TROM DAVID COX, CHATRUAI.I OF YOUR

AssocrATroNrs couPEtrrrvE ANALysrs pRoJEcr, rN llurcn HE coNcLUDED

THAT FoR ADVERTTSER-SUPPORTED TNFORMATTON sERvrcE, "AI\ryoNE wrrH A
LARGE cONsItuER DATABASE WILL BE A coIrtPETIToR TO NEtcspApER fN THE

FIITURE'!, sINcE N{YONE so EQUIPPED I{rLL BE ABLE To coupBTE roR
ADvERTrsrNc Dotr,ARs rHRoucH DrREcr I'{ARKETTNG sERvrcEs.4

THE LEC'S POSSESSION OF THE CUSTOMER PROPRTETARY NETI{ORK

INFORMATION AND THEIR CONTROL OVER THE LOCAL EXCHANGE SERVICE

T}IROUGH WHICH YOT'R INDUSTRY MUST SEND YOTJR INFORMATION GIVES THE

RBOCS BOTH THE INCENTIVE AND THE ABTLITY TO CROSS-ST'BSTDIZE AND TO

DENY OR IMPEDE YOUR INDUSTRY'S ABTLITY TO PROVIDE COMPETTNG

INFORMATION AND NEWS SERVTCES. IF PERMITTED THE RBOCS HAVE HINTED

THAT THEY WN{T TO CREATE THEIR OWN 976 INFORMATION SERVICES WHTCH

WOT'LD SIGNTFICANTLY III{PACT oN yoI'R INDusTRYIs REVENUES.

ONLY TODAY AS REPORTED BY THE WASHINGTON POST TN AN ARTICLE

(June 30, 1990).
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ENTTTLED: " NEwsPAPERs sTRuccLE As ADvERTIsfNG rNcoME FALLs'f, THE
PoST STATED I'EVEN THE LARGEST NEWSPAPERS ARE STRUGcLfNc wIfH
DECLINTNG REVENUE...THE NEI{ YORK TII,IES HAS DECTDED NOT TO FILL
TWSNTY-FIVE EDITORIAL VACAI{CIES NEXT YEAR. THE WASHTNGTON POST HAS
CUT BACK ON HIRING AND STAFF TRAVEL. . . . THE WALL STREET JOT'RNAL I{AS
FRozEN sAr'ARrEs AND cAPrrAr SPENDTNG, REDuCED spEcrAL rNsERTs,
TABLED PI,AI'IS FOR A !,TAGAZTNE AI{D WANTS TO AVOID TRAITSFERRTNG

REPORTERS BETWEEN BttREAUs. rTs PARENT colt[PAI,IY, DoI{ JoNEs Al{D
colr{PN{y, rs SELLING THE CORPORATE JET. 'l

rN vERy REAL TERIrts rHE !,IFJ HAs coME FttLL crRcLE. rr wAs
DESTGNED TO PREVENT ANTI-COMPETTTTVE PRACTTCES TN THE
TELECOI'II.TUNICATTONS INDUSTRY. ALTHoUGH IHE RBocs coNTTNUE ToDAY To
HAVE THE SAI.TE INCENTTVES AND ABILITTES TO CROSS-STIBSIDIZE AITD

OTHER!{TSE DTSCRII.TINATE AGAINST COI{PETITORS AS WHEN THEY WERE PART
oF THE BELL SYSTEII{' THERB ARE THOSE I{HO WANT TO TOTALLy Etf}tINATE
THE ANTT-TRUST RESTRICTIONS T!{POSED BY THE MF.f. I BELISVE THAT IT
THE INFORMATTON SERVTCES RESTRICTION IS LTFTED WTTHOTII, THE
APPROPRTATE REGUI.ATORY SAFEGUARDS,

DTSADVANTAGE TTS COI{PETITORS WTLL BE

TO DO SO TOO REAL' AS A REGII,ATOR I HAVE BEEN fN THE FOREFRONT OF

THrs STRUGGLE To MATNTATN THE LEVEL pr,AyrNG rrELD. r GUEss rvE
BEEN SOMEWHAT EFFECTIVE SINCE ONE OF THE RBOC EXECTII,IVES SUGGESTED

TO ME THAT I HTRE A ,IFOOD TASTER,,, AIiID ANOTHER BELL OPERATING
CO}IPANY OFFTCTAL HAS ATTRTBUTED MY EFFORTS AS THE CAUSE OF THE
NATIONAL TRADE DEFICIT.

THB RBOCS ARE FORI{IDABLE. T RECOGNIZE THAT YOUR TNDUSTRY HAS

THE RBOCS' INCLINATION TO

TOO TEII{PTING AI.ID THEIR ABILITY



BEEN rlIvoLvED rN THE STRUGGLE, HOWEVER, r DON|T SEE NEARLY THE

VTSIBILITY OR THE INTENSITY THAT I HAD ANTICIPATED GIVEN THE TIIRE.LT

THAT YOU FACE TROU THE RBOCSI UNFETTERED PARTICIPATION IN THE

PROVIDING OF INFORI.I,ATION SERVICES. I HOPE !{HAT T HAVE DISCUSSED

THIS AFTERNOON WTLL SERVE AS A WAKE-I'P CALL TO YOI'R ASSOCTATION AI.ID

TO YOT'R TNDUSTRY AS A I{HOLE SO THAT IN THE FIITURE THE FEDERAL AIID

STATE POLICY I.IAKERS WILL CLE.ARLY KNO!{ I{HERE YOT'R INDUSTRY STAI{DS

ON THE IIIPORTANT ISSUE OF THE I,TODIFIED FTNAL JT'DGEMENT.

THANK YOU.
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