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III,T DELIGHTED TO BE HERE THIS AFTERNOON. THE TOPIC OF TODAYIS

DISCUSSION IS THE STATE OF REGUI"ATTON OF UTTLITY S8RVrCE (rN THrS

TREND TOWARD ADOPTINGINSTANCE TELECO!,IMUNICATIONS) AND THE

ALTERNATIVES TO RATE OF RETURN REGUIATION. IT HAS BECO!,tg

ATTACKFASHIONABLE

ESTABLTSHED

DURTNG THE REAGAN ADITIINISTRATIoN To

INSTITUTIONS, TO DRM TOWARD LESS Al.rD LESS

GOVERNMENT OVERSIGHT, AI.ID TO PROMOTE COMPETITION IN INDUSTRTES

LONG CONSTDERED NATURAL lr{oNopolrgs. r rHrNK rN T,ARGE pART THrs

sHow oF DEREGUT,ATORY ZEAL rs rHE PRoDUcr or rHE ttFAsr-Frxtt AND A

FAILURE ON THE PART OF THE

OUR FEDERAL GOVERNMENT TO PROPERLy AI{ALYZE, DEVELOP, COORDINATE

LEGISI,ATIVE AND EXECUTIVE BRJANCHES OF

AND II'{PLEMENT A NATTONAL COMI{UNTCATTONS pOLrCy. HOWEVER, rOR OUR



PURPOSES THrs AFTERNOON, r wrLL SHARE wrrH you My

REGUI,ATORY REFORM BY STARTING WITH A STORY.

VIEWS ON

AND

ITS

oNcE uPoN A Tr!{8, THERE WAS A LITTLE SOUTHERN TOWN T{ITH A

VERY BIG PROBLEM. THE TO!{il WAS cRowINc, DE!{AI{D FOR TETEPHONE

SERVTCE WAS HIGH, TECHNOLOGY HAD DEVEIOPED RAPIDLY,

INSTANTANEOUS VOfCE COI,{MUNfCATfONS AI.IONG I.ARGE Nt I{BERS OF

CTBIZENS WAS APPROACHTNG REALTTY. THE TETEPHONE COI,IPANY KNEI{ ALL

THIS, oF coURsE, AlrD IT ALso KNEW THAT HAVTNG REcENTLy pItRcHAsED

THE EXCLUSIVE FRANCHTSE THAT TT WAS THE ONLY COIITPANY AVATLABTE TO

PEOPLE WANTTNG TELEPHONE sERvrcE. THERE wAs coIrtpETITIoN, oF

SORTS' THE CfTIZENS COULD STILL USE PUBLfC TELEGRAPH LINES TO

REr'AY !'lEssAGEs, AND DrsrANcEs WERE sHoRT, so I1AND DEr,rvERy oF

WRTTTEN MESSAGES WAS AI.I EFFECTIVE MEANS OF COMMUNICATIONS.

NEVERTHELESS, THERE wAs ONLY oNE COMPANY THAT owNED THE TEtEpHoNE

WIRES RUNNfNG THROUGH TOWN, t{AD THE SOLE RfcHT TO fNSTAIJL I.{ORE,

AND TI{AT HAD T1IE CAPABTLITY TO SWITCH CALLS FROM ONE SUBSCRTBERS I

LTNE TO ANOTHER.

THERE COULD BE NO OTHER TETEPHONE COI,{PANIES AS A RESULT THE
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CO!{PANY WAS ABLE TO I,TAKE INTERNAL CORPORATE DECISTONS I{TTHOUT ANY

EXTERNAL CORPORATE RESTRAINTS. THE COMPANYIS DECISTON COULD BE

SELF-SERVINC AND DRMN SOLELY BY fHE TBOTTOIT|-LfNEr. THE COMpANy

HAD NO CONSTRAINTS ON ITS I-TONOPOLY POWER OF ANY KIND. THERE WERE

NO OTHER TELEPHONE COMPN{rES, NOR HAD THE GOVERNUENT PROVTDED ANy

ovERsrGHT TO ENSURE THE PROVTSTON OF QUALrry SERVTCS AT A FArR

PRICE.

ONE OF THE COMPAI{YIS FAVORITE PASSTIMES WAS RATSING

TELEPHONE RATES, WHICH IT DID

STARTED BUSTNESS, IT CHARGED

FREQUENTLY. WHEN THE COl,tpAI,Iy FIRST

$rz FoR A TELEPHONE HOOK-UP, AND

TOLD CUSTOI.{ERS THAT WHEN THE Nt ttBER OF SUBSCRIBERS REACHED 2OO IT

WOULD IOWER RATES. THIS I.TARKETING STRATEGY ATIRAETED ADDITTONAL

CUSTOMERS QUICKLY, HOWEVER, I{HEN CT'STOMER SUBSCRIBERSHIP EXCEEDED

20o RATES RosE To $25. THE pRottrsE oF RATE REDUcrroN HAD BEEN

VfOLATED. CUSTOI'IERS COMPITAINED, OF COURSE, BUT THERE EXISTED NO

GOVERNI,IENT BODY WTTH THE AUTHORITY OR INCLINATION TO RESPOND TO

THE CONCERNS EXPRESSED. SOT THE COMPANY RATSED ITS RATES AGAIN,

THrs TrME To $40, AND THEN To $Go. AND THEN, FTNALLY, To $r25 A

3



LINE FOR PREUIW SERVTCE. AT THE SAI,{E TIUE, THE COIrtpANy PLACED

ONEROUS USE RETRTCTIONS ON SUBSCRIBERSI PHONES, AND ENFORCED THEN

VTGOROUSLY. TT PROHIBTTED ANYONE BUT THE ACfiJAIJ SUBSCRIBER FROIiT

USINC A TELEPHoNE, FOR E)(Al,tptE oNLy THE FATHER IN THE HOUSEHOLD

FA}ITLY MEI'IBER T{HO WANTED
COULD USE THE TELEPHONE. ANY ADDITTONAL

TO UTTLIZE TH8 TELEPHONE HAD TO PAY A SPECTAL PREIiIIT'U. THE

RATES AT PAY PHONES.
TELEPHONE COI.{pAt{y AI"SO CHARGED EXORBITANT

USTNG HIS BUSINESS IJrNE PIACING A PERSONAL CALL WOULD BE

THE CO}'PANY ALSO ACTIVELY MONITORED

DTSCONNECTING CALI,S IT DTDN,T LTKE. FOR

INTERRUPTED BY AN OPERATOR

PAYII{ENT wAs NOT AGREED TO, THE

EACH TELEPIIONE CALL,

EXAI{PLE, A SUBSCRTBER

DEMANDING ADDTTIONAIJ PAYMENT. IF

CALIJ WAS TER}ITNATED. NATURALLY,

THE OPERATORS I'{ONfTORING EACH CALL SOI{ETII.IES HEARD !,TORE THAN THEY

sHouLD HAVE, AND HAD NO CO}IPUNCTION ABOUT REI.AYING IIITPORTAI{T

INFORMATTON OVERHEARD TO

PROBLEM WAS PARTICUI,ARLY

THAT MANY HIGH RANKTNG

LIVED.

HIGHER RANKED TELEPHONE ET,IPIOYEES. THIS

ACUTE IN THrS TO!iIN, srNcE IT WAS HERE

GOVERNI,IENT OFFTCIALS BOTH !{ORKED AND
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FINALLY, THE PEOPTE OF THE TOWN OVERWHELMED WITH ABUSM AlfD

UNETHICAL PRACTICES CREATED A SPECIAL GOVERN!{ENT AGENcy TO POLICE

THE TELEPHONE COMPANY Al{D ENSURE THAT IT COULD NO IONGER USE ITS

It{oNoPoLY PosrTIoN fo vfoLATE THE PUBLIC TRUsT. As A RESULT, RATEg

CAI{E DOWN, SERVICE fUPROVED, AND THE I{ONITORINC OF TELEPHONE

CALLS CEASED. ORDER HAD BEEN RESTORED. IT REMAINS TO BE SEEN

HOWEVER, WHETHER, EVERYONE WILL LIVE HAPPILY EVER AFTER.

THE sourHERN TowN rN oIrR sroRy, oF coItRsE, wAs rHE

oF coLI[t{BrA, AND THE co}tpAl{y, ouR olfN cHEsApEAKE AND

DTSTRICT

POTOI'{AC

TELEPHONE coI'{PANy. THE sroRy rs rN F'Acr TRUE. ALrJ THESE

INCTDENTS CAII BE FOT'ND TN THE TRANSCRIPT OT HEARTNGS BEFORE

CONGRESS HELD IN 1898, IN THE DAYS BEFORE PUBLIC UTILITY

REGUI,ATION CAME TO THE DISTRICT OR WAS WTDESPREAD T}IROUGHOUT OUR

NATIoN' As ^L RESULT oF THESE HEARTNGS, rN 1913, coNGREss CREATED

THE PUBLIC SERVICE COMUTSSION OF rHE DISTRTCT OF COLI'MBrA. AT

ABOUT THE SAI.{E TTI'{8, STATES THROUGHOUT THE COI'NTRY WERE CREATING

sfMrI',AR COMI'IfSSIONS, ALL OF I{HICH IN I'{Y OPINION CoNTINUE TO SERVE

IHE PUBLIC WELL.



THE PENDULW HOWEVER rS NOW SWINGTNG AWAY TROM REGUIIATION TO

THE I'FREE II{ARKSTI' APPROACH THAT ALL OF US HAVE READ ABOUT IN

ECONOMY IO1. THAT IS TO SAy, THAT ESSENTIALLY UONOPOLY FIRI'TS ARE

T{ITHOUT TH8 DISCOI.TFORT AND
FREE TO PURSUE THETR OBJECTIVES

INEFFICIENCY OF GOVERNMENT INTRUSION. I BELIEVE THAT IN I,ARGE

PART rHrs TREND rs SHoRT-STGHTED, r,ACKrNc ADEQUATE JUSTTFTCATToN,

AND PoLrrrcALLY It{orrvATED. wHrLE RATE oF RETuRN REGULAuoN HAs

NEVER BEEN CONSTRUED AS A PN,IACEA, AND DOES BURDEN UTTLITIES AND

RATEPAYERS ALrKE WrrH srGNrFrcANT REGUT,ATORy COSTS, r HAVE yET TO

SEE AN ALTERNATIVE REGUI,ATORY PROPOSAL THAT HAS BEEN PROVEN AS

EFFECTIVE AS TRADITIONAL COST OF SERVICE REGUI,ATION AT CURBINC

rNcENTrvEs To ExERcrsE ABUsrvE l.toNopoLy powER.

COMI'{fTTED TO I,IAINTAfNG AN OPEN MfND.

I Al-l HOI{EVER

rT TS SATD TIIAT THE STATES ARE I,ABORATORIES FOR TESTTNG

GOVERNI'{ENTAL POIJICTES. THOSE POLICTES SUCCESSFUL AT THE STATE

LEVEL OFTEN FTND THETR WAY INTO FEDERAIJ REGUI.ATTON AND I,AI{. THE

TREND TOWARD COMI'IUNICATTONS REFORM TS A PERTECT EXAMPLE. WHTLE

THE TNTTTAL ruPETUS FOR INTRODUCTNG COMPETITTON TNTO THE
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TETEPHONE INDUSTRY RESULTED FROU AlI INDUSTRY RESTRUCTURING

WAY OF THE AT&T CONSENTEFFECTED BY THE

DECREE AND THE

REAGAN ADMINTSTRATION' BY

rcc, REVISIONS TO THE I{ETHODS OF REGULATING THE

TELEPHONE COI{PANIES THEI{SELVES HAVE I,ARGELY BEEN SPEARHEADED BY

THE STATES. THESE ACTTONS HAVE RESULTED FRO!.T LEGISI..ATIVE

TNTTTATMS , AND REGULATORY PROCEEDTNGS , OR BOrH. !{HrtE TII.IE

DOES NOT PERUIT A DISCUSSTON OF EACH STATE'S APPROACH TO

REGUT.,ATORY REFORM, I THOUGHT rT vfoULD BE USETUL To oUTTJINE

BRIEFLY THE EFFORTS BEING TAKEN IN A FEI{ OF THE IiTID-ATI,ANTTc

JURISDICTIONS.

THE D.C. PSC IS PRESENTLY TNVESTIGATING THE COI{PETITIVE

ENVTRONIIENT FACTNG THE CHESAPEAKE AND POTOI'{AC TELEPHONE COMPANy,

AS WELL AS AI,TERNATIVES TO RATE OF RETURN REGUI,ATION, IN FORMAIJ

cAsE No. 814, wHrcH COITIMENCED rN sEpTEuBER oF Lga7. THE

COMMISSION HAS FORMED A WORKING GROUP WHICH IS COI{PRISED OF

REPRESENTATTVES oF THE coMMrssroN STAFF, THE oFFrcE oF THE

PEOPLEIS COT'NSEL, AND OTHER TNTERESTED PARTIES WITH C&P SERVING

AS A PARTICTPANT AND PROVIDER OF TECHNTCAL TNFORI'TATTON. THE



WORKING GROUP TS TO FORWARD RECOMMENDATIONS TO THE COMI'{ISSION fN

A REPORT DUE AT THE END OF 1988. A!{ONG rHE QUESTTONS THE cRoup

MUST ADDRESS ARE:

WHAT IS TH8 NATURE AND SCOPE OF CI'RRENT Al{D
AI.ITICIPATED COI{PETITION TACING C&P?

WHAT IS THE NAEURE AND EXTENT OF BYPASS OFC&P FACILITIES BY LARGE USERS AND
INTEREXCHA}IGE CARRIERS?

WHAT IS THE NATURE AND EXTENT OF THE USE OF
FIBER OPTIC TECHNOI.oGY TO FACILITATE BYPASS
AND PROVIDE ALTERNATIVES TO C&P SERVICES?

I{HAT TUPACT DOES RATE OF RETURN REGUI.ATION
HAVE ON C&PIS COMPETITIVENESS?

DOES RATE OF RETURN PROVIDE ADEQUATE
rNcENTrvEs ro REGUT.ATED TEtEpHoNE coMpAttrEs
TO III{PRoVE AND I{oDERNIZE THEIR sERvIcEs?

WHAT ARE THE ALTERNATIVES TO RATE OT RETURN
REGUr,ATroN, THEIR BENEFTTS AND DRAWBACKS?

VIRGINTA HAS ADOPTED A VARTETY OF DEREGUI,ATORY INITIATIVES.

rN 1984, rN LrcHT oF NBw LEGrsr,ATroN, THE vrRGrNrA coRpoRATroN

COMMISSION DEREGULATED fNTER-LATA IPNC DISTANCE AND CERTIFICATED

FIVE NEW TNTER-I,ATA CARRIERS.

WITH RESPECT TO IPCAL EXCI{ANGE CARRIERS,

GENERAL ASSEI{BLY HAS AIJREADY DEREGUI,ATED TELEPHONE

THE VTRGINIA

COIr{PANIES WITH

REVENUES OF $ZO MTLLTON OR LESS. THESE

RATES I{ITHOUT COUMISSION HEARINGS UNLESS

I

COI{PANTES MAY CHARGE

5t OF THE CITSTOI'fERS



PROTEST, OR IF THE COMMISSION ITSELF CHOOSES TO TIWESTTGATE.

WITH RESPECT To THE LARGE LEcs' rN NOVEMBER oF 1982, A

VTRGTNIA COMI'fiSSION TASK FORCE RECOM}!8NDED IN AII INTERI!.T REPORT

THAT RATE OF RETT'RN REGUI"AETON AS APPLIED TO LECS TS NO IPNGER

ADEQUATE TO MEET TH8 NEEDS OF A

RECOMMENDED ADOPTION OF LEGTSI,ATION

COI'IPETITM !{ARKETPIACE. IT

EMPOWERING THE COUUISSION TO

APPLY NON-TRADITIONAL REGUIATORY !,TEAST'RES TO EXCHANGE CARRIERS

AND frTO PROVTDE GREATER DTSCRETTON tro THE COMUTSSTONI rO DEAL

WfTH CHANGES IN THE TELECOMI'IUNICAUONS INDUSTRy.|| THE TASK FORCE

Ar,so RECOMI'IENDED IHAT rF THE LEGrsr,ATroN rs pAssED,

coMMrssroN trPRoPosE FoRuArr RuLEs pERMrrrrNG LEcs ro Apply

THE

TO

HAVS THEIR RATES GOVERNED BY THE FORCES OF COI,TPETITTON FOR THOSE

SERVICES THE COttt{fSSION DEE!,!S AppROpRfATE.fl

rN PENNSYLVAI'IrA, THERE HAVE ALso BEEN cALr,s FoR LEGrsr,ATrvE

REVISION COI,TING DTRECTLY FROM THE INDUSTRY. AFTER AN ABORTIVE

ATTEMPT AT DEREGUI.ATORY LEGISI,ATION BY BELL OF. PENNSYLVAI{IA EARIJY

fN 1987, THE PENNSYLVANIA TELEPHONE ASSOCfATION PROPOSED DRArT

LEGISI,ATION SEEKING SWEEPING DEREGUI,ATORY CI{ANGES. THE BILL woULD
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TUMEDTATELy DERBGUTaTE BrLLrNc AI.ID col,I.EcrroN, yEl,row pAcEs

DIRECTORY ADVERTISTNG, ITHITE PAGES DTRECTORy SERVICES, II{OBILE

TELEPHONE AND PAcrNc, A}{D opERAToR sERvrcEs. !,toREovER, ALL

NON-BASIC SERVICES INTRODUCED AFTER THE EFFECTIVE DATE OF

LEGTSLATTON WOULD NOT BE REGULATED. THE COI,IPANIES WOULD

REQUIRED TO REPORT CERTAIN FTNANCIAL AND OTHER DATA TO

NEW

THE

BE

THE

PENNSYLVANIA col{It{Isslor, AND To colr{PLY wrTH NEw Accot NTING AIID

AUDIT RULES. THE BILL WOULD COI,IPLETELY DEREGUI,ATE cARRIERs wITH

FEI{ER THAN FrFTY THOUSAND ACCESS LTNES, ALTHOUGH RATE PRoCEEDTNGS

wouLD BE HELD F'oR rNcREAsEs oF I.{ORE THAI{ TEN pER CENT.

oN THE FEDERAL tEvEL, THE Fcc HAs, oF coItRsE, pRoposED

ADOPTINC PRTCE CAP REGUIATION FOR AT&T ' S REGUI,ATED OPERATIONS AI{D

THE TNTERSTATE ACCESS SERVICES PROVIDED BY THE BELL OPERATING

colt{PANrEs. THE FCC HAS NOT yEr ADOPTED A SPECTFTC pr,Al{, 8UT THE

PI.ANS FILED TN COUI{ENTS GENERALLY CALL FOR TNITTAL CAPS AT

CURRENT TARTFFED RATES, WITH REGUI,AR ADITT'STMENTS BASED ON ONE

FEDERAL PRrcE rNDEx oR ANOTHER I,{oDrrrED I{rTH A pRoDUcTrvrTy

FACTOR TO REWARD INCREASED CARRTER EFFICIENCIES. THIS PROPOSAL,
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AS YOU KNOW' IIAS MET I{IBH STIFF CONGRESSIONAL OPPOSITION.

IN MY oPINIoN, PRICE cAP REGULATToN As PRoPoSED FArLs To

PROTECI ADEQUATELY THE PUBLIC INTEREST. ITg BENEFIT'S APPE.AR TO

BE oNE-srDED: rr PRol-lorEs rHE rNTEREsrs oF cARRTERs lt{D THErR

SI{AREIIOLDERS TO THE DETRIMENT OF THE RATEPAYING PUBLIC. THERE AR8

A Nt I'{BER OF DRAWBACKS TO THE PRICE CAP APPROACH: IT CREATES

INVESTMENT DISINCENTIVES FoR CARRIERST EXISTTNG TARIFFED RATES

ARE TOO HIGH TO BE USED AS INITIAL CAPPED RATES' THERE REMAINS NO

ADEQUATE RATE ADJIISISIENT I-IECEANISI'Ir AND THERE IS NO ADE9UATE

MECITAI{ISIi! TO ENSI'RE THAT CARRIER COST SAVTNGS FIOW THROUGH TO

RATE PAYERS.

THERE ARE ALSO UNRESOLVED FLAWS IN THE !{ECIIN{ICS OF PRICE

CAP REGUI,ATION.

CONSUI.{ER PRf CE

MOST PRICE CAP PROPOSAI,S RECOMMEND USE OF THE

rNDEX AS THE FOUNDATTON OF FUTURE CAP

ANTUSTMENTS.

CPI WOULD NOT

ALTHOUGH USEFI'L WITH RESPECT TO LABOR COSTS, THE

REFLECT CHANGES IN THE E!{BEDDED COST OF NET PI,ANT

AND ITS RELATED DEPRECIATION EXPENSE, THE COST OF NEW PLANT, OR

THE COST OF CAPITAL SPECIFIC TO THE TETEPHONE INDUSTRY.
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ANOTHER RATE ADJUS TI,TENT PROBLEU CONCERNS THE

PRoDUCTrvrTY FAcroR, BY I^rHrcH rMpRovEI.{ENTs rN CARRTER

PRODUCUVITY ARE PASSED ON TO RATE PAYERS. ANY PRODUCTIVITY

ANUSTI'IENT I{UST BE CRAFTED CARETULLY SO THAT PRODUCTIVITY

TUPROVEMENTS REFLECT II{PROVED I,IANAGEI-IENT AND I,ABOR PRACTICES

occuRRrNG SUBSEQUENT TO THE TMPLEMENTATTON OF pRrCE CAPS, RATHER

THAN PRODUCTIVITY IUPROVEI'{ENTS GAINED FRO!.I TEC}INOI.,,OGICAL

INNOVATION AND INVESTMENT OCCURRING PRTOR TO II,IPLEIITENTATION OF

PRTCE CAPS. OTHERWISE, THE REAL MEASURE OF THE EFFECTIVENESS OF

PRrcE cAPs wrLL BE DrsroRrED, AlrD rrs ALLEGED BENEFTTS

OVEREIIPHASIZED.

IN LTGHT OT' MY REMARKS OF THE PAST FEW I{fNUTES, IT t-tAy

ST'RPRISE YOU TO KNO!{ rHAT T AM NOT OPPOSED TO DEREGUI,ATTON. I

BELIEVE, HOWEVER, THAT DEREGULATTON FOR ITS OWN SAKE IS NOT

ONE FORI-! OF REGUI,ATION

PARTICI'I.,AR DEREGULATORY

CHOSEN I,IETHOD OF RE.

OF TELECOMMT'NICATIONS,

PROGRESS: TT

REGUI,ATION WILL TUPROVE THE OVERALL STATE

L2

FOR A}.IOTHER.

APPROACH, IT

rS UERELY THE REPI,ACE}IENT OF

BEFORE I WTLL SUBSCRIBE TO A

!{UST BE PROVEN THAT THE



THAT rT WILL TNCREASE EFFTCTENCTES, yIELD TECHNOTSGTCAL

TNNOVATIONS, CREATE SUSTAINED PRICE REDUCTIONS, AND THAT BENEFITS

WT&L APPRECIABLY EXCEED RISKS. I AI,SO

sHouLD pRocEED SIOWLY, CAUTIOUSLY, ON A

AND ONLY AFTER A COI{VTNCING SHOWTNG

BELIEVE THAT DEREGUI,ATION

SERVICE-BY-SERVICE BASTS,

THAT IT IS IN THE BEST

INEEREST OF CUSTOI.{ERS AND COUpAl{y ALIKE.

TIIANK YOU.
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