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GOOD MORNING. WELCOI{E TO OUR CITY. AS YOU ARE ALL AWARE

THERE ARE A NUII,IBER OT EXCITTNG AND INTERESTING ACTIVITIES THAT CAN

BE EXPERIENCED HERE IN THE DISTRTCT OF COLI'MBIA. T HOPE YOU WTLL

BE ABLE TO ENJOY THEM WHILE YOU ARE HERE.

THERE ALSO ARE MANY EXCITING AND INTERESTING CHALLENGES FACING

STATE REGUI,ATORS TODAY. I WOULD LIKE TO TALK TO YOU ABOUT MY VTEW

OF HOW THESE CHALLENGES ARE CHANGING THE ROLE OF STATE COMIT{ISSTONS.

AS THE RESULT OF A NWBER OF DEVET,OPMENTS, SUCH AS THE DIVESTITURE

EMERGENCE OFoF AT&T, THE COMPETITM POLICIES OF THE FCC, AND THE

NEW TECHNOLOGTES, STATE REGUI,ATORS ARE NOW CALLED UPON TO EXAMINE

COST ISSUES AND COMPETTTIVE TSSUES THAT OUR STATE REGUI,ATORY



PREDECESSORS

EMERGENCE OF

STUPLY DTD NOT HAVE TO FACE. FURTHER, WITH THE

THTS IINEWII ENVIRONI'{ENT, STATE REGUI,ATORS ARE Now

FORCED TO ADVOCATE POSITIONS rN FORt'}tS SUCH AS rHE FEDERAL COURTS,

THE FEDERAL coMMuNrcATroNs coMl.{rssroN, AI.ID THE coNGREss.

PERSONALLY, T HAVE BEEN HONORED TO BE A COMIT{IssIoNER FoR

ALII{OST NTNE (9) YEARS. I0oKING BACK oN 1980 WHEN I JoTNED THE D.c.

COMMfSSfON, f SMPLY AI'{ AMAZED AT THE CHANGES THAT HAvE OCCURRED.

AND' YES, I HAVE CHALLENGED THOSE ADVOCATING THE CHANGES To pROVE

TO ME THAT CHANGE WAS NECESSARY FOR THE WELL BEING OF THE LOCAL

D.C. RATEPAYERS. I FIRMLY BELIEVE THAT ACCEPTING CHANGE FOR THE

SAKE OT CHANGE TS TNAPPROPRTATE. THERE I{UST BE SOI,TE PUBLTC BENEFIT

RESULTING FROM THE PROPOSED CHANGE.

WHO WOULD HAVE THOUGHT IN 1980 THAT STATE COMMISSTONERS WOULD

BE TNVESTIGATING THE REI,ATTVE VIRTUES OF

HAVE THOUGHT THAT STATE COMMISSTONERS

COMPETTTION. wHo woul,D

WOULD BE FACING, AND

UNDERSTANDING, SUCH ACRONYMS AS "rSDN,rt rroNA, r nMFJ, rr rrs1,cs, rl

I,ANGUAGE CHANGED, THE
frLANS, r AND rtSS-7. rl NOT ONLY HAS THE



LANDSCAPE HAS CHANGED AS WELL. WE NOI{ H&AR FROl,t rrESPs[ ffr[f) trQgp5, tr

rN ADDrrroN TO EQUTPMENT MANUFACTURERS, NETWORK SERVTCE PROVTDERS,

AND, OF COURSE, THE TELEPHONE COMPN{IES WHICH WE HAVE TRADITIONALLY

REGUI,ATED.

I DO NOT NEED TO BEI,ABOR THE POINT. THE REGUI,ATORY

EI.r TRONMENT HAS UNDERGONE A DR,ASTTC TRANSFORMATION AND AS A RESULT

SO HAVE OUR RESPONSIBILITIES. I WOULD LIKE TO DISCUSS WITH YOU

THREE AREAS MEW TO BE OF GREAT II'{PORTANCE TO WE REGULATORS IN

THE NEW REGUI"ATORY ENVIRONMENT: (1) cosT ALLOCATIoN; (2',

COMPETITION AND ANTI-TRUSTr AND (3) THE ROLE OF THE STATE REGULATOR

VIS A VIS THE FEDERAL GOVERNI{ENT -- THE FCC, THE COURTS, AND THE

CONGRESS.

COST AIJLOCATTON

ONE OF THE MOST STGNIFICANT NEW TSSUES WHICH STATE

COMMISSIONS, INCLUDING THE D.C. COMI,TISSION, MUST NOW FACE IS THE

NEED TO DEVISE METHODS OF ALI,OCATING COSTS AMONG INTRASTATE

FEEL THAT THTS IS SUCH AN IMPORTANTSERVTCES. THE REASON WHY I



rSSUE IS THE EUERGENCE OF SO-CALI,ED COMPETITION FACTNG THE

COMPANIES WHICH WE HAVE TRADITIONALLY REGUI,ATED.

THIS IICOMPETITION'' IS THE PRESSURES PI,ACED ON THE

A BYPRODUCT OF

COMPANIES TO USE

THErR EXTSTTNG PrJ{NT rN NEW AND, pOSSrBLy, TNNOVATTVE WAYS -- WAYS

WHICH MAY NOT BE CONSTDERED WTTHIN THE N{BTT OF THE PROVISION OF

USE EXISTINGLOCAL SERVICE. TO THE EXTENT THAT THESE SERVTCES

PI"ANT BUT WHOSE COSTS ARE DECIDED NOT TO BE RECOVERABLE FROIT{ THE

IICAPTTVEI' RATEPAYER, SOME METHOD OF COST ALIOCATION MUST B8

DERTVED.

IN THE PAST, TELEPHONE COMPANIES PROVIDED A BASIC TELEPHONE

SERVTCE AIPNG WITH EQUIPMENT OFFERINGS AI{D PRIVATE LINE SERVICES.

THESE SERVICES WERE NOT SU&TECT TO COMPETITION NOR DID THEY

GENERALLY MAKE USE OF JOrNT OR COMMON pr,ANT. AS A RESULT, ALTHOUGH

THE COST OF COMMON PLANT HAD TO BE ALIpCATED BETWEEN TNTERSTATE AND

INTRASTATE JURTSDICTIONS,

TNTRASTATE COSTS AMONG RATE

THE PROCEDURES USED TO ALIOCATE

ELEMENTS WERE FATRLY STRAIGHT FORWARD.

TELEPHONE COMPANIES FILED STUDIES SHOWTNG THE COMPANIES' TOTAL



EMBEDDED COSTS, SEGREGATED INTO BROAD CATEGORTES OF SERVICE. THE

COMI,TISSIONS IIOULD AUDIT THE TOTAL COSTS TO DETERMINE WHETHER THEY

WERE ACCURATE,

AND DETER}IINED

COMPARED ONE YEAR'S COSTS WrTH PAST YEARSI COSTS,

WHETHER THE

PRIVATE LINE, EXCEEDED ITS

REVENUES FRO!,! Al{ ENTTRE CATEGORY, 8.G.,

EMBEDDED COSTS. THERE WERE JOINT COSTS

ASSOCIATED WITH PI,ANT USED TO PROVIDE MORE THAN oNE SERVICE, FOR

BASIC AND CENTREXUSE OF SWTTCHES TO PROVIDE BOTH

HOWEVER, srNcE NETTHER SERVICE WAS SU&TECT TO

EXAI{PLE, THE

SERVICES.

CoMPETITTON, THESE JOINT COSTS COULD BE

HISTORTCAL USAGE.

ALI,OCATED BASED ON

HOWEVER, SINCE THE DMSTITURE Of THE BELL SYSTEII| COI,IPANfES

FROI{ AT&T AND THE FCC'S COI{PUTER rrr DEcrsroN, THERE HAVE BEEN A

NT'MBER OF NEW SERVICES OFFERED BY THE TELEPHONE COMPANTES WHICH

MAKE USE OF JOrNT AND COMI,ION pr,ANT, ESPECTALLY COMPUTER-ENHANCED

SERVTCES. IN ADDTTION, THERE IS COMPETITTON FROM OTHER ENTITIES

BOTH roR ToLL SERVTCE AND FOR COMPUTER-ENHANCED FEATURES, AND THE

IN SOME JURTSDICTIONS, EVEN BEEN

5

TELEPHONE COMPANIES HAVE,



SURTECTED TO LII'IITED COI'{PETITION FOR IPCAL SERVICE. THE TELEPHONE

COMPANIES ARE PROMTSING EVEN MORE SERVICES AND FEArURES BASED ON

NEW TECHNOT,oGTES. AS A RESULT, NEW COST ALIpCATTON I{ETHODS ARE

REQUTRED TO PERFORM FUNCTIONS THAT I{ERE NEVER PREVIOUSLY REQUIRED.

THESE I'{ETHODS I{UST BE ADEQUATE TO PREVENT TSLEPHONE COMPANTES FROM

ACTING IN AN ANTI-COMPETITIVE I-{ANNER A}{D TO PREVENT BASTC SERVICE

USERS FRO!{ BEING REQUIRED TO SUBSIDIZE COSTLY EXISTTNG AND NEI{

CoMPETTTM SERVICES. AT THE SAI{E TIME, THE METHODS CANNOT BE SO

ONEROUS AS TO PREVENT TELEPHONE COMPANIES FROIT{ PROVTDING SERVICES

WHICH THEY ARE TECHNTCALLY CAPABLE OF PROVIDING AND WHICH THE

PUBLIC REQUIRES.

THERE ARE MANY TDEAS OF HOW JOINT COSTS SHOULD BE ALIPCATED.

I WOULD LIKE TO DTSCUSS THREE COST ALIOCATION METHODS. I WTLL CALL

TH8 FrRST METHOD, THE FCC METHOD.

AS A RESULT OF ITS DETERMTNATTON IN TH8 COIIPUTER TTT

PERMITTED TOPROCEEDING THAT THE TELEPHONE COMPANIES SHOULD BE

PROVIDE COMPUTER ENHANCED SERVTCES WTTHOUT THE NEED FOR STRUCTURAL



SEPARATION, THE FCC INSTITUTED AS YOU KNO| TTS JOINT COST

METHOD FOR ALISCATING ALLPROCEEDING IN WHICH IT DEVISED A

TELEPHONE COMPANY COSTS BETT{EEN REGUIATED AND NON-REGUI,ATED

SERVICES. ALTHOUGH THE REPORT A}ID ORDER IN

EARLy L987, THE PROCESS OF

THAT PROCEEDING WAS

DEVETOPING A COSTRELEASED IN

METHODOIPGY

COMPLETE.

AND TESTTNG THAT UETHODOIOGY ARE STILL FAR FROM

THE FCCIS REPORT AND ORDER REQUIRED THE TELEPHONE

COMPANIES TO FILE COST ALIOCATION M.ANUAI,S. THE BELL OPERATTNG

COMPANIES (BOCS) FTLED THETR ORTGINAL MANUAI,S IN SEPTEMBER 1987.

THE FCC HAS RgQUIRED THE BOCS TO REVTSE THEIR I,IANUAI,S AND THE MOST

RECENT REVISIONS FILED HAVE NOT YET BEEN ACTED UPON.

AS YOU KNOW, THE FCC'S METHOD OF COST ALI,OCATION SPELI,AD OUT

IN TTS PART 64 RULES, IS BASICALLY AN ACCOT'NTING METHOD BY WHICH

THE COMPANTES' TOTAL ACCOUNTTNG COSTS ARE ALISCATED BETWEEN

REGULATED AND NON-REGUIJ\TED SERVICES BASED oN VARIoUS ''cosT-

CAUSATIVE FACTORS'I. THESE FACTORS INCLUDE REI"ATIVE USE OT PI,ANT

AND TIME REPORTING. IN ADDITION, COSTS THAT CANNOT BE ALIpCATED



ON A USAGE BASIS ARE DISTRIBUTED BASED ON THOSE EXPENSES WHTCH CAN

THE I.{OST SfGNIFICANT EXCEPTION TOBE SO ASSIGNED OR ATTRIBUTED.

THIS FULLY DTSTRIBUTED ACCOUNTING COST METHOD IS THAT ALL NETWORK

INVEST}IENT TS ALI€CATED BASED ON THE TEI.EPHONE COII{PANIES ' TORECAST

OF USAGE OVER A THREE-YEAR PERIOD. T'ND8R THE FORECAST, ONCE PI"ANT

rs ALT,oCATED TO A NON-REGUTATED SERVTCE, rr CAI{NOT BE REALTOCATED

UNLESS A WAIVER Is GRANTED' oNcE TT Is ALIOCATED TO A REGUI,ATED

BOOK VALUE AIONG WITH ASERVTCE, IT CAN ONLY BE REALIOCATED AT

PAYI{ENT oF AN INTEREST CHARGE TO REFIECT THE TrME VALUE OF It{ONEy.

THE PURPOSE OF THE FORECAST WAS TO PREVENT THE COST OF NEW

UNREGUI.,ATED SERVTCES FROITT BEING IMPOSED ON REGUI,ATED USERS SIMPLY

REGUI,ATED SERVICES INBECAUSE MOST OF THE

THE PAST PERIOD.

TNVESTMENT WAS USED BY

HOWEVER, IT IS NOT CLEAR HOW A SUBSTANTIAL

PORTION OF NETWORK TNVESTMENT WTLL BE TREATED. THE JOINT COST

CHARGED TO THE

SINCE TARIFFED

ORDER PROVTDES THAT TARTFFED SERVTCES WILL BE

CARRIERI S NON-REGUI,ATED

SERVICES INVOLVE USE OF

SERVICES AT TARIFF RATES.

IMPORTANT COMPONENTS OF NETWORK pr,ANT, SUCH

8



AS CABLE AND WIRE FACILTTIES AITD TRANSUTSSION EQUIPMENT, THOSE

REGULATED SERVICES, INSTEAD OF

REGUIATED AND NONREGUI,ATED

COI,TPONENTS ARE DIRECTLY ASSTGNED TO

BEING PROPERLY ALIOCATED BETWEEN

SERVICES BASED ON SOME FORECASTING !,I8THOD.

THERE ARE SIGNTFICANT REASONS I{HY THE FCCIS JOrNT COST

STATE COMUTSSTONS PRIORSHOULD BE CIOSELY 8XA!{TNED BY

IT To ALI0CATE cosTs BETWEEN RATE ELEMENTS, oR BETWEEN

METHODOIOGY

TO ADOPTTNG

REGUI"ATED AND NON-RBGULATED sERvIcEs. FIRsT, As sTATED AB9VE, MANy

UNCERTAINTTES AS TO ITS APPLICATTON HAVE YET TO BE RESOLVED BECAUSE

OF THE ONGOTNG PROCESS OF REVTEWTNG THE MANUAI,S SUBIqITTED BY THE

TELEPHONE COII{PANTES. SECOND, THE USE OF HISTORICAL DATA AS A BASIS

OF ALIOCATING COSTS RUNS THE RISK THAT I{OST OF THE HISTORICAL COSTS

OF THE COMPANTES WILL BE ALIOCATED TO BASIC SERVTCES, EVEN THOUGH

THE COUPETITIVE SERVTCES MAy GROI{ rN FUTI'RE YEARS. THIRD, THE ONLY

ASPECT OF THE FCC JOINT COST ORDER WHICH TAKES FORECASTS INTO

ACCOUNT II{AY NOT BE USED EXTENSTVELY, SrNCE rr rs AppLrED TO NETWORK

WHICH TS DIRECTLY ASSTGNED TO REGUI,ATED

9

TWESTIt{ENT, MUCH oF



SERVTCES. FOURTH, THE USE OF HISTORICAL DATA AVOIDS THE QUESTTON

OF WHETHER THE COSTS ALIOCATED TO CO!,TPETITIVE SERVTCES BEARS ANY

REI,ATIONSHIP TO THE ABILITY OF THE TELEPHONS COMPANIES TO COMPETE

IN THOSE MARKETS. OF COURSE, THE FCC COST MANUALS ARE NOT INTENDED

To BE USED TO SET COMPETITM RATES T BUT INSTEAD ARE ONLY TO BE

usED TO SEPARATE REGUT.ATED FROM NON-REGUTATED COSTS. HOWEVER, THE

STATE COII{MISSTONS CANNOT IGNORE THE COSTS THAT ARE ALIPCATED TO

TNDIVIDUAL SERVICES TF THESE SERVTCES ARE STTLL REGUIJITED.

FINALLY, THE FCC INTENDS TO RELY ON POSITIVE CERTTFTCATIONS FROM

INDEPENDENT AUDITORS, HIRED BY THE TELEPHONE COMPANIES, THAT THE

METHODS AND PROCEDURES TMPI,EI{ENTED AND PERFORMED BY THE COMPANTES

coNFoRM WrTH THE OBJECTMS, APPROACHES, AND PROCEDURES OF THE COST

UANUAL. A SIMfLAR APPROACH TAKEN By A STATE COMMfSSION, IN It{Y

OPTNION, WOULD ALLOW THESE AUDITORS TO MAKE JUDGMENTS AND EVALUATE

FORECASTS THAT SHOULD APPROPRIATELY BE DONE BY THE REGUIJ\TING

AUTHORITIES. ANY STATE COMMISSION !{HTCH ADOPTS A NEW COST

ALLOCATION },IANUAL OR USES THE Fccis MANUAL MUST, THEREFoRE, BE



PREPARED TO COI.IMIT THE RESOT'RCES NECESSARY TO SECURE SUFFICIENT

DATA TO

AUDITS OF

PERFORM ADEQUATE AUDTTS Al{D TO CONDUCT THE COMPLTANCE

EACH TIER 1 OPERATING COI,IPN{Y.

THE D.C. COMMTSSION TTAS YET TO ADOPT PART 64 TYPE RULES.

HOWEVER, WE DID ADOPT A DIFFERENT COST ALIOCATION APPROACH TO TRACK

COSTS IN CONNECTION I{TTH CENTREX SERVICE TTIROUGH AN EII{BEDDED COST

MANUAL. OVER 4Ot OF' ACCESS LTNES TN THE DTSTRICT OF COLT'I{BIA ARE

CENTREX LTNES. FOR THE DISTRICT OF COLITIT{BIA, THrS REPRESENTS 32*

OF INTRASTATE BUSINESS REVENUES GENERATED BY THE EXISTING TELEPHONE

COMPANY. UNTIL RECENTLY,

rN EXCESS OF 2OOO LINES. HOWEVER, IN THE LATE 1970rS AND EARLY

1.980IS TECHNOLOGICAL ADVANCES PERI,TITTED PBX VENDORS TO COMPETE FOR

THESE CUSTOMERS. rN ADDTTTON, THE FCCrS ACCESS CHARGE RULES pr,ACED

CENTREX HAD A VIRTUAL MONOPOLY ON SYSTEMS

CENTREX AT A

CHESAPEAKE AND

COMPETITIVE DISADVANTAGE WITH pBXs. IN 1995, THE

POTOMAC TELEPHONE COMPANY (C&P) SUCCESSFT'LLY ARGUED

BEFORE THE COMUISSION THAT CENTREX WAS A DECLINTNG SERVICE. IN

ORDER FOR THE TELEPHONE COMPANY'S CENTREX SERVICB TO BE ABLE TO



col,IPETE WrrH PBX SERVTCE, tHE D.C.COMIi{rSSrON AUTHORTZED A NUMBER

OF NEW APPROACHES SUCH AS RATE STABTLITY PI,AI{S AND INDIVTDUAL CASE

BASrS CENTREX TARTFFS, AIiID ALIOWED TH8 COt'tpANy rO USE AVOTDABLE

COSTS TO PRICE SERVICES.

SUBSEQUENTLY, IN 1987, c&P PRESENTED To THE D.c. coM![IssIoN

A PLAN TO DEPIOY DIGITAL SWfTCHES FOR CENTREX, EITHER IN RESPONSE

TO CUSTOMER REQUESTS FOR DIGITAL FACILITIES OR TO ACHTEVE COST

SAVINGS. THE D.C. COMMISSTON BELIEVED THAT THE DTGITAL SWITCHES

DEPIOYED BECAUSE OF THE REQUESTS OF CENTREX CUSTOMERS SHOULD BE

PArD FOR BY TIIOSE CUSTOI.{ERS.

TH8 ADDITIONAL NETWORK COSTS

I.IOREOVER, WE WANTED TO MAKE SURE THAT

RESULTING FROM THE DEPIOYI'IENT WOULD

NOT INCREASE THE COSTS Or NON-CENTREX CUSTOMERS.

GIVEN THE II,IPORTANCE OF CENTREX REVENUE, THE D.c. coMI{IssIoN

HAD TO DETERMINE THE APPROPRIATE TREATMENT OF THE SERVICE, THAT IS,

WHETHER TO ADOPT FLEXIBLE

THE COMMISSTON CONCLUDED

REGUI,ATTON, DETARIFFTNG, OR DEREGUI,ATTON.

THAT IT NEEDED MORE COST INFORMATION FROM

THE COMPANY BEFORE WE COULD DECIDE WHETHER OR NOT TO ADOPT ANY OF



THESE ALTERNATIVES. WE AI,SO NEEDED A COST STUDY TO DETERMINE

CENTREX,WHETHER THERE PRESENTLY EXISTED A REVENUE DEFICIENCY FOR

ETTHER DTGTTAL OR NON-DrGrTAL, WHICH SHOULD BE ABSORBED rN PART,

oR TOTALLy, By C&prs SHAREHOLDERS.

THEREFORE, THE D.C. COI{MISSTON REQUIRED THAT C&P DEVEIOP AN

EMBEDDED COST STUDY. THE STUDY EAS TWO SEPARATE SERVICE CATEGORIES

FOR CENTREX EI{BEDDED BASE CENTREX, AND DIGITAL AND ENHANCED

CENTREX. THIS WAS TO ENABLE THE COI{MISSTON TO DTSTINGUISH THE PRE-

ACCESS CHARGE INSTALI,ATTONS WHICH WERE POTENTIALLY SUBJECT TO

REPLACEMENT BY PBX SYSTEMS FROM THE POST-ACCESS CHARGE SYSTEMS FOR

wHrcH c&P woULD BE INvEsTrNc CAPITAL Al{D ACQUIRING PLANT.

IN THIS STUDY, TOTAL I.oOP PI,ANT WAS TO BE ALI,OCATED BASED ON

RELATM USE, RELATM COST (TO THE EXTENT THAT UNIT COSTS l,lAY VARY

ACROSS DIFFERENT CATEGORTES AS A RESULT OF FACTORS SUCH AS LOOP

LENGTH, CABLE STZES, AND OTHER COST-CAUSATTVE FACTORS), AND SPARE

CAPACITY (WHICH WOULD BE ALIOCATED BASED ON WHETHER THE DEMAND IS

STABLE, DECLTNTNG, OR GROWING). IN ADDITION, CENTREX LOOP COSTS



WERE TO B8 ALI,OCATED BETWEEN INTERCOM Al{D EXCHANGE ACCESS SERVICES

BASED ON A TRUNK EQUIVALENCY FORMUI.A.

rN THE STUDY, C&P ALSO WAS REQUIRED TO SUPPORT ITS ALIpCATION

or CENTRAL OFFTCE EQUTPMENT AND JOrNT N.ID COMMON OVERHEAD.

MOREOVER, THE COl,tpANy WAS REQUIRED TO INDTCATE HOW THE COST OF THE

A RESULT OFEMBEDDED CENTREX BASE HAS BEEN REDUCED AS

DISCONNECTION, AND THE CO!{PANY WAS ALSO REQUIRED TO PRESENT AN

ALTERNATTVE REALLOCATION PLAN By WHICH THE RESOURCES (INCLUDING

SPARES) WHICH ARE NO IONGER NEEDED BY CENTREX MUST REI{AIN IN THAT

CATEGORY UNLESS THEY ARE UTTLIZED By OTHER, IDENTIFTABLE SERVICES.

ANY SUCH DEPIOYMENT TO OTHER SERVTCES HAS TO BE JUSTIFTED ON THE

GROUNDS THAT THE NEED FOR SUCH PI,ANT COULD NOT BE MET OUT OF SPARE

CAPACITY PREVIOUSLY ASSIGNED TO NON-CENTREX SERVTCES.

THUS, THE D.C. COMMTSSIONIS }TETHOD OF ALIPCATING CENTREX COSTS

GOES FURTHER THAN DOES THE FCC METHOD. THE EMBEDDED COST STUDY

WILL DEMONSTRATE WHETHER CENTREX SERVICES ARE BEING CROSS

suBsrDrzED BY BASIC SERVTCES. MOREOVER, UNLTKE THE FCC JOrNT COST



METHOD,

DEMAND. IN ADDITION,

PERFORM AN INCREI'{ENTAL

THE D.C. COMMISSION HAS REQUIRED C&P TO

COST STUDY TO DETERI,IINE THE FI,OOR FOR

ouR METHOD TNCORPORATES, TO A IARGE DEGREE, CHANGES rN

INDIVIDUAL CASE BASIS

THAT GROWING SERVICES

RATES. OUR INCRE}IENTAL COST SfUDY ENSURES

PAY FOR THE ENTIRE COST OF NEW FACTLITIES

THAT WOULD NOT BE BUILT BUT FOR THE SERVICE, WHILE AT THE SAI{E TII{E

PERMITTING NEW SERVICES TO USE EXISTING PI,ANT WITHOUT INCURRING

ADDITTONAL ACCOUNTING COSTS IF ADDITIONAL ACTUAL COSTS WTLL NOT BE

REQUIRED. WE THINK THAT THIS PROCEDURE BAI,ANCES THE RELEVANT

OB.TECTIVES INVOLVED.

A THIRD METHOD OF COST ALIPCATION IS WHAT IS KNOWN AS THE

NSTAND AIONE'' METHOD. IT ISOI,ATES ONE CI,ASS OF SERVICE TN ORDER

TO DETERUINE WHAT ITS COST WOULD BE IF IT WAS THE ONLY SERVTCE

PROVIDED BY THE COI,TPANY. IN DEVEI'PING THTS METHOD, COSTS ARE

ASSIGNED TO THE SERVTCES BASED ON THE COST OF PROVIDING THE SERVICE

oN A "STAND-ALONET BASIS, AND COMI{ON COSTS ARE ALT,OCATED BASED ON

THE RATTO OF ''STAND-ALONEI' COSTS TO TOTAL COSTS. ACCORDING TO ITS



SUPPORTERS, THIS I'{ETHOD ENST'RES THAT NEW PLN{T IS CHARGED TO THOSE

WHO BENEFIT FROI.{ IT. HOWEVER,

THE EFFECT OF DEMAND ON RATES

THIS UETHOD DOES FAIL TO CONSIDER

Al{D WOULD REQUIRE THAT RATES BE

FROZEN EVEN THOUGH TH8 DEII{AND FOR A SERVICE HAD CHANGED. T BELIEVE

THAT THE USE OF AN OVERALL METHOD I{HICH PIACES LII.{ITS ON THE I'{ARKET

TO AVOID CROSS-SUBSIDIZATION BUT ALIOWS RATES TO BE SET BASED ON

I'TARKET FORCES IS MORE REALISTIC AND PERMITS COMPETITIVE SERVICES

OF BASIC SERVICE.TO MAKE A CONTRIBUTION TO USERS

AS rHE DTSCUSSTON HAS TNDTCATED, THE COST TSSUES NOW FACTNG

STATE COMI{ISSIONS DEI,TAND GREAT ATTENTION AND I WOULD URGE THOSE WHO

HAVE YET TO ADDRESS THESE PROBLET{S, TO DO SO QUTCKLY. LET ME NOW

MOVE ON TO ANOTHER AREA, THE REGULATORY CONSEQUENCES OF EMERGING

COMPETITION.

COITPETI!ION

STATE COMI,TISSIONS ARE NOW CONFRONTING TH8

ilcoMPETrTrON'f ON THE STATE LEVEL AND, TO SOME EXTENT,

ISSUE OF

ON THE LOCAL

STATES HAVET,EVEL. AT I"AST COUNT, AT LEAST SEVENTEEN (I.7)



INVESTIGATED THIS TSSUE. THE D,C. COI'{MTSSTON INIUATED AN

INVESTTGATTON TO DETERUINE WHETHER THE IARGEST SERVICE PROVIDER TN

D.C., THE CHESAPEAKE AND POTOMAC TELEPHONE COI{PANY, rACES

SUFFICIENT COMPETITION TO WARRN{T SOME FORM OT RELTEF FROM

TFIADITIONAL RATE OF RETURN REGUIATION. AS PART OF

D.C. COMUTSSTON STArF (STArr) FrLED AT THE

THE

ENDINVESTIGATION, THE

oF L988, A VERy TENGTHY REPORT ON THE DEGREE AND NATURE OT

COMPETITION WITHIN THE DTSTRICT OF COLI'MBIA FOR TELECOMMUNICATTONS

SERVICES.

STAFFIS REPORT IS BROKEN DOWN rNTO ErGHT (8) CHAPTERS

INCLUDING DISCUSSION TECHNOIOGICAL CHANGE

TELECOMMUNICATIONS WITHTN THE DTSTRICT OF COLIn{BIA, BYPASS, AND

ALTERNATIVE REGUI,ATORY STRUCTURES. STAFF SUGGESTS THAT THE FIRST

STEP IN ANY ANALYSIS oF COI.{PETITION IS TO DEFTNE THE TERM

rrcoMPETrTrON, rr THE RELEVANT MARKET, AND THE TACTORS TO DETERMTNE

THE MARKET POWER OF FIRMS }IITHIN THAT MARKET. ACCORDTNG TO THE

REPORT, ONCE THIS TRAMEWORK IS DEVELOPED, APPLTCATION OF THE



FRAMEWORK TO DETERMINE WHETHER COMPETITION EXISTS WITHIN A GIVEN

IT{ARKET CAN THEN BE UNDERTAKEN.

WHILE NOT PASSTNG ON THE STAFF'S POSITION, STAFF SUGGESTS THAT

THE U.S. DEPARTMENT OF JUSTICE I{ERGER GUIDELINES SHOULD BE USED TO

DETERMINE THE RELEVANT PRODUCT !r{ARKET. THE STAFF ALSO SUGGESTS

THAT CONCENTRATION SHOULD BE PIACED ON THE SUBSTITUTABILITY AIi{ONG

SERVICES, AND ON CRITERIA FOR DETERMINING WHETHER ANTI-COMPETITTVE

ACTIVITY EXISTS.

WITH REGARD TO THE CRITERIA FOR DETERMINING SUBSTITUTABILTTY

OF A NT'MBER OFoF SERVICES, THE REPORT SUGGESTS AN EXN{INATION

FACTORS. INCLUDED IN THESE FACTORS (1) THE PERFORI'IANCE oF

ASSIST THE DRAWING OFAN EI,ASTICITY OF DEMAND STUDY IN ORDER TO

APPROPRIATE

ABILITY TO

I{ARKET BOUNDARTES; (2) AN EXN{TNATION oF THE END-USER|s

RECEM A FUNCTIONAIJ, QUALITATM, AND CONTRACTUAL

EQUIVALENT oF ALTERNATIVE sERvIcESr (3) AN EXAMINATION oF THE EASE

OF THE END-USER To ACCESS sUcH SERVICEST AND (4) AN EXAI{INATION oF

THE FINANCIAL WELL-BEING OF' THE ALfERNATIVE SERVICE PROVIDER AS



WELL AS THE EQUMLENCE OF ITS SySTEU TO DELIVER THE SERVICES.

FINALLY, THE

APPROPRIATE

REPORT SUGGESTS THAT, IN LIGHT OF THESE FACTORS, THE

I,IARKET BOT'NDARIES CAN BE DETERI.TINED BY ASKING IICAN A

5t INCREASE FOR

WITHOUT FINANCIAL

ALL FIR!{S INCLUDED IN TH8 MARKET BE SUSTAINED

HARM FOR ONE YE.AR?II

WITH REGARD TO INVESTIGATING AI'ITI-COI{PETITIVE CRITERIA, THE

REPORT SUGGESTS fHAT SIX (6) FACTORS BE DEVET,OPED TO ASCERTATN

WHETHER ANTI-COMPETITTVE ACTIVITY EXISTS.

CRITERIA ARE: (1) INTERVIEWS !{ITH THE VARIOUS

INCLUDED IN THESE

MARKET TIRMS IN ORDER

TO DEVEIOP A 'ISNAP SHOT'' OF THAT COMPANY I S OPERATIONS AND FTNANCIAL

WELL-BEING' (2'' ESTIMATES OF THE CI'RRENT MARKET SHARE FOR EACH SUCH

FIRM; (3) DOCIJI,IENTATION OF PAST AND CURRENT ANTI-COMPETITIVE

ACTIVITIES; (4) EXAI,IINATION OF. THE POTENTIAL FOR INCIDENTS OF PRICE

DISCRIMINATION CROSS-SUBSIDTZATION, AI'{ONG OTHER ANTI-

COMPETITIVE ACTMTIEST (5) EXAI{INATfON OF ENTRY AND EXIT BARRIERS

AND THE EFFECT THESE MAY HAVE ON ANTI-COMPETITIVE ACTTVITTES; AND

(6) THE PERFORMANCE Or FORWARD-IpOKING COST STUDIES IN ORDER TO



EVALUATE THE EXTENT OF POSSTBLE CROSS-SUBSTDIZATTON, ECONOMTES OF

scALE, AND PRICE DTSCRIMINATION.

TODAY I S REGUI,ATORY ENVIRONMENT SEEMS RTPE FOR ECONOI,TISTS

ARGUING THE

COMPETITION.

VARTOUS ECONOMIC THEORIES SURROUNDING I{ARKETPI,ACE

BUT AS I{E ALL KNOW, IICOMPETITIONII IS NOT NEW AT THE

STATE LEVEL. AS I INDICATED EARLIER, SEVENTEEN (L7',) STATES ARE OR

HAVE AI,READY ANALYZED THE ISSUE. THESE STATES HAVE GENERALLY

FOCUSED THEIR

SERVICES' THE

ANALYSIS ON SIX (6) FACTORS: SUBSTITUTABTLITY OF

MARKET SIIARE OF TH8 VARIOUS ENTITIES; THE EXISTENCE

IN ANTI-

COII{PANIES

OF ENTRY BARRIERS' THE ABILITY OF THE COMPANY TO ENGAGE

COMPETITTVE ACTIVITY' THE AFTILIATION BETWEEN THE

INVOLVED' AND A CATCH-ALL CATEGORY OF OTHER INDICIA SUCH AS THE

UNIQUE CHARACTERISTICS OF THE COI,TPANY AT ISSUE.

WHAT THIS ALL MEANS FOR THE STATES IS NGE CHANGE IN

MARKET CONDITIONSTRADITIONAL WAYS OF REGUI,ATORY REVIEW,

DUE TO TECHNOLOGICAL CHANGE, CHANGE IN

WHICH THE COMMISSIONS WILL NEED TO

CHANGE IN

THE AREAS OF EXPERTISE UPON

RELY, AND CHANGE IN STATE



COMMISSION EFFORTS TO PROTECT

SUBSIDIZING THE ENTREPRENEURIAL

REGUI,ATE. THE D.C. COMUISSION

ALL OF ITS RATEPAYERS FROM

VENTT'RES OF THE COI{PANIES W8

rS C{'RRENTLY ANALYZING STATFTS

REPORT. NEVERTHELESS, I MENTTON THE REPORT AS ILIUSTRATM Or THE

TYPE OF CONCERNS WHICH EACH STATE COMI.ISSION l,tIGHT CONSIDER rN

CARRYING OUT ITS REGUI,ATORY MANDATES TO ASSURE THAT SERVICES AND

FACILITIES ARE REASONABLY SAFE AND ADEQUATE AND THAT RATES ARE IN

ALL RESPECTS JUST, REASONABLE, AND NON-DTSCRTMTNATORY.

THERE IS ONE I,AST ITEI,! I WOULD LIKE TO II{ENTION CONCERNING THE

ISSUE OF COMPETITION. THE FLIP-STDE OF COII{PETITION, TRO!,T A

REGUT,ATORS PERSPECTTVE, ARE ANTI-TRUST CONCERNS. WHEN NEW SERVTCE

PROVIDERS COME KNOCKTNG AT YOIR DOORS, AND r PREDTCT THAT THEY

WILL, ARGUING THAT THEY ARE FALLING PREY TO MARKET TACTICS OF A

I,ARGER SERVICE PROVIDER, OR THAT THE REGUI,ATED COMPANY IS ENGAGTNG

rN PREDATORY PRICING, THEN YOU, AS A STATE REGUI,ATOR, HAVE VENTURED

rNTO THE ROLE OF ENTORCING ANTI-TRUST I,AWS. ANALYZING WHETHER THE

DOMINANT FIRM WITHIN A GIVEN MARKET IS USING THAT POSITION UNFAIRLY



TO DRIVE OUT COI,TPETITION WITHTN THE I.{ARKET POSES VERY INTERESTING

STATE COI.{I'fiSSIONS. fHTS AREAAND NOVEL CONCERNS FOR MOST

INCREASINGLY WTLL BECOME A CHALLENGE TO STATE COMMISSIONS AS

COMPETITION FOR SERVTCES DEVEIOPS.

FEDEREIJ PIRTICTPATTON

FTNALLY, I WOULD LrKE TO DISCUSS THE CHANGTNG ENVTRONMENT rN

THE CONTEXT OF THE FCC, THE COURTS, THE CONGRESS. I KNOW THAT

YOU HAVE EXPERIENCE INTERACTING

AND

WITH THE VARIOUS BRANCHES OF

GOVERNMENT IN

POSSIBLE, THAT

YOUR STATES. r T{OULD SUGGEST, TO THE EXTENT

YOU AI"SO PARTICIPATE IN THOSE PROCEEDINGS BEFORE THE

FCC, THE COURTS, AND THE CONGRESS.

A NT'MBER OF STATES HAVE TAKEN AI{ ACTIVE ROLE BEFORE THE FCC.

I BELIEVE THAT IN THOSE CASES I{HERE OUR VOTCES HAVE BEEN STRONG,

sucH As IN THE ilPRICE CAp" DOCKET, OUR CONCERNS HAVE BEEN, TO SOME

DEGREE, ADDRESSED. THERE ARE PRESENTLY A NT'I-{BER OF VERY II{PORTANT

MATTERS BEFORE THE FCC WHICH ULTIMATELY WILL AFFECT YOUR

JURISDICTION. FOR EXAII{PLE, THE FCCIS ONGOING MONITORING DOCKET (CC



DOCKET NO. 87-339), THE FCC|S pRrCE CAp DOCKET

31 3 ) , SINCE RInIOR HAS IT THAT THE rCC WILL BE

(cc DocKET NO. 87-

ISSUING A FURTHER

NOTICE REI,ATING TO THE APPROPRIATE PRODUCTIVITY FACTOR FOR THE

r,ocAl EXCHANGE CARRTERS, THE NOTTCE OF rNQUrRy CONCERNTNG THE CABLE

TELEVTSION/TELEPHONE CROSS-OWNERSHIP RESTRICTION (CC DOCKET NO. 87-

266,, AND, TN GENERAL, COST-REIATED OR COST-ALIPCATION PROCEEDINGS,

ESPECIALLY THOSE TN WHICH COMPANIES UNDER YOUR JURISDICTION ARE

rNvoLvED. roR EXAMPLE, THE FCC HAS ON-GOING PROCEEDINGS CONCERNTNG

THE PART 64 COST ALLOCATTON MANUALS FOR, AI{ONG OTHERS, EACH OF THE

REGIONAL BELL OPERATING COII{PANIES. FOR EXAMPLE, FOR BELL ATI,ANTIC,

THE DOCKET rS AAD 7-1671, FOR BELLSOUTH, THE DOCKET IS AAD 7-L6'77,

AND POR NYNEX, THE DOCKET rS AAD 7-L678. WrTH REGARD TO THESE

PROCEEDINGS, I WOULD SUGGEST THAT YOUR COMMISSION REQUIRE YOUR

REGULATED COMPANIES TO PROVTDE ESTII.{ATES ON THE IMPACT ON YOUR

SPECIFIC JURISDICTION AND THEN REVIEW AND ANALYZE THE RELEVANT DATA

TO ASSURE THAT YOUR IOCAL JURISDICTTON rS ADEQUATELY PROTECTED.

23



SIMII,AR ENERGIES NEED TO BE TOCUSED BEFORE THE FEDERAL COURTS.

THE MFJ PROCEEDING AND THE COURT CASES REI"ATED TO TH8 FCCIS

ATTEMPTS TO PREEI'{PT TRADITIONAL STATE REGUIATION ALL NEED TO BE

ASSESSED IN TERMS OF I{HAT IUPAET THOSE DECTSIONS WILL HAVE ON TH8

ABILITY OF YOUR COMMISSION TO REGUIATE THE IOCAL UTILITTES.

WOULD SUGGEST TO YOU THAT IT IS IMPORTNIT TO ADVOCATE YOUR

OTHER STATES.

YOUR COMIT{ISSION

POSITION, INDEPENDENTLY OR IN CONJUNCTION WrTH

FTNALLY, IT IS

TAKE AN ACTIVE ROLE

VERY IMPORTANT THAT YOU AND

BEFORE THE CONGRESS. IT IS IMPORTANT TO BE

AWARE OF THE PROCEEDTNGS ON CAPTTOL HrLL, TO KNOW YOUR CONGRESSI{EN

AND SENATORS, AND THE MEII{BERS ON THE TELECOI-0IUNICATIONS AND ENERGY

CoMMITTEES. WHEN NARUC REQUESTS THAT ACTTON LETTERS TO CONGRESS

BE SENT, MAKE EVERY EFFORT TO COMPLY WITH THAT REQUEST.

coNclrugroN

NEEDLESS TO SAY, OUR JOB IS NOW DIFFERENT THAN THAT WHICH WE

UNDERTOOK JUST A VERy FEW SHORT YEARS AGO. HOWEVER, THE NEW ISSUES

CoNFRONTTNG US ARE, TNDEED, INTERESTTNG, EXCTTTNG , AND MORE



TMPORTANTLY, THEY ARE CRUCIAL TO THE SI'RVTVAL OF A VTABLE

TELECOMMUNICATTONS NETWORK. I HOPE THAT MY COMMENTS WTLL SPUR

ADDTTTONAL THOUGHT AND DTAIOGUE AI{ONG YOUR COLLEAGUES, AND PROVTDE

TH8 NECESSARY INCENTM TO ALIOCATE THE REQUIRED RESOITRCES. THE

CHANGING REGUIATORY ENVIRONI{ENT WHICH PRESENTS US WITH NEW

CHALLENGES, AI€O PRESENTS NEW OPPORTUNITIES. LET US SEIZE THE

OPPORTUNITIES AND GO FORWARD TOGETHER.




