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CRs- 2 IB81150 UPDATE-11/19/82

Justice Deparctment Action

The restructuring ¢f AT&T has been addressed by the Justice Department,
which in a 7-year-o0ld suit charged AT&T with using its monopoly position Lo
inhibit competiticon in the communications market. Unlike provisions in S.

268 that call fcr separate subsidiaries as a condition for further
diversificat-on, the Justice Cepartmentc sought divestizure of existing
components cf AT&T. Thelir reasoning was sased on the premise that
divestiture is the Dbest way to assure that the company cannot use revenues

from its monopoly services to subsidize advanced communications services in
the competitive marketplace, or use it monopoly control cver the

s

communications networkx tc hinder competitive access.
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CRS- 4 1381150 UPDATE-11/16/82

2 plan that details the restructuring process must now be presented Dby
BT&T within 6 menths for Justice Dept and judicial approval, with divestiture
to be completed 12 months after. While AT&T would 1like to have the
divestiture process completed by January 1984, Judge Greene's decision te
hold hearings and seek third-party comments on the divestiture plan will mest

likely delay AT&T's divestiture target date.

Although AT&T has not feormally submitted & divestiture plan, on February
19, T&T did reveal a tentative "planning model" for divestiture that would
group the local operating companies into seven independent regional
corporations, with each corporation having its OWR stock, chief executive
cfficer, and board. The tentative plan calls for a three-level structure
where existing service areas will remain intact keeping their current name,
nolding groups will oversee the regional groups, ancé a cenzral organizaticn
will coordinate national defense and possibly other undisclosed functions.
While the seven regional divisions were designated by a task force which
included four Bell unit presidents, the parenc corporation on May 18
announced the appcintment of the chief operating officer for each of the
regicnal operating companies.

Although the interpretation and toctal ramifications of the settlement are
still unclear, the restructuring of AT&T's communications nectwork, though the
divestiture ©f the local operating companies ana subseguent Judicial and
Justice Dept. reguirements, seem tc address the following concerns that are
facing communications law revision:

-- concern over assurances of bcocth equal access and procurement pclicies
Dy the local network for Bell System competitors has Deen addressed through
the divestiture of the local cperating companies coupled with additional
bernavicral requiremencs.

-~ concerns regarding local operating company financial viability and
ergsicn ¢f the local *a‘e base have been addressed »y enabling them tc engage

in selected additional activities {(i.e., the publishing of yellow Dpages

directories and tne sale cf new Customer premises eguipment) and reguiring a
relatively equal distribution of the guality and quanticy of debt between
AT&T and the Lccal coperating companies at divestizure.

-- AT&T's 7-year prohibition on the offering ct "electronic publishing™"
cver its OWn transmission lines resolves concerns over AT&T's potential to
eliminate competitors and control information flow in a newly developing
industry.

-- continued court jurisdiction over the implementaticn andé enforcemenct of
the settilement addresses concerns over the protection of the "puplic
interest"” standard during the settlemenc's impilementatction and
pocst=-divestiture enforcement f settlement provisions.

-— the release of AT&T frcm its 1956 consent decree enables it 20 use the
vast potentzal ¢©f Beil Labs and western Elec<ric 0 enter into additicnal
markets for the benefit of c¢consumers and ur internaticonal ctrade rtalance.

-=— concern over the possible negative effects divesticure could have on
-
-

our favorable internaticnal telecommunications positicn seens o have ceen
alleviated since Bell Labs and Western Electric will remain intacs, andé will
continue to operate in conjunction with each other under the contrel of =

r
single entity, ATsT.



CR3- 3 IBB1150 UPDATE-11/15/82

-- concern expressed over the divestitures' possiltle negative effect on
naticonal security and emergency preparedness are addressed to some degree,
since the vital AT&T long lines division remains intact and provisions are
made to reguire the local operating companies £o maintain a single emergency
contact point through a central organizatcion.

Controversies Surrcunding the Issue

It appears that the cecttlement of the Justice De suit does nave far
reacning implications addressing many concerns faci ng the restructuring of
the industry which will cause the reassessment cf ecent rcc and
congressional iniziacives. rCccC Chairman Fowler nas stated that the
commission will De reviewing the Justice Dept. action and will undercake jie)
study FCC activities to assess what impact the terms of the settlement Will
nave ¢on FCC decisio The Commission has stated, however, that it does ncet
See anv inconsgistencies Dectween the implementazion of its Computer Iz
decisicn, the FCC plan to restrucs e the telecommunicaztion industry, and the
terms o©f the antitrust settlament. Under the FCC plan, which was adcpted in
December 13880, and is to be effective by January 1°9€3, AT&T is permictzed T0
provide "enhanced" vareguilazed services and customer premises egquipment
through one or more separaced subsidiaries. ddditicnal acccunting and
serarations provisions ar also reguired. AT&T 1is concinuing 118 pians O
cemply with this order, ané received FCC approval for the establiishment cof a
separate supsidiary to cffer advanced communications services and new
customer premises eguipment. The supsidiary called American 2ell Inc. became
operacional Ln July 1%982.

Many feel that the 1stice Dept. settlement does not pre-empt =he need for
legislation and to the contrary makes iz imperacive thas legisZazion De
enaccted to address the many issues and consroversies surrounding the
restructuring of the industry. They feel thazt a number of issues still
remain or are only partially addressed by the Justice Dept. settlemenc. Some
0f these issues include:

-- what effect will the separation ¢f long distance nd local service as
well as octher factcrs such as cthe removal of preserctly installed customer
premise eguipnent, nave on local races and what possicle transictiocn
requirements may be provided :1f desired, QO protect rate paver from possible
significant local rate increases;

-- Dy what nethod and zhrcocugh what entity (FCC, Stace commissicn cr
Federal ccurts) will inter-city access cnarges bDe determined.

-- how =t rohibit possible cross supbsidizazion Detween reguilated lcong
distance service which AT&T will be offering, and unregulaced services and
eguipmen provided by AT&T;

-- how t¢ allocate, value, ané transfer clant, eguipment and emplovees
between AT&T and the local operating companies, and whe wil oversee and
determine the process;

-=- nhow to assure that the viabiliity o©f the local cperating companies andg
the integrity of the network will be maintained despite divestiture and the
effect the tentative reorganization of the loc operating cocmpanies inzoe 7
regicnal firms will have on the network and competitive markets.
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nts developed from re ch financed primarily through
ne rates be made available to the public without charge

-~ what effect the divestiture andé reorganization of the local operating
companies will have on employee wages, pensions and other negotiated
benefits.

-- how to remedy remaining national defense andéd eme
the transfer of egquipment and personnel among unr
emergencies and the payment for such services.

rgency issues su
la

e ted entities

-- how will inter-exchange eguipment manufactures compete with Western
Electric if AT&T, the masor purchaser of inter-exchange eguipment i not
regquired to provide equal access to technical information for the network to
all competitors.

-=- What effect terms of the settlement wWill have on the regulatory role of
the FCC and the State Public Utility Commissions and whazt will De the
ramifications fcr the industry.

-—- the effect of ne entrance of AT&T on other indusctries in the
communications and nformacion field (e.g., cable, data processing, and
computers) and whether a transmitter should ‘also be a provider of informacion
servitces.

Many feel that the Justice Department settlement d40es not negate %the needc
for legislation. Additional measures addressing some of these concerns nave
been introduced Dby Members of Cocngress and hearings on the ramificaticons of
the Justice Dept settlement were held this session -V bcocth c¢chambers.

Althougn the need Lo revise the 1334 Communicatcions Tt and set the
framewo for a new national telecommunications policy inceorporating
technologica; change and the entrance o0f competit:ion is net disputed, the
manne in which this should ke accomplished has been a subiect f significant
cc.trove*sv The controversies presently surrounding such a revision focus
on two major issues: (1) the scope and extent of the legislation needed at
this time; and (2) the necessity for, and the content of, specific structural
and behavicral provisicns and their impact on the suppliers and users in the

industry.

In the past there has been little disagreement over the need for Zongress
to develop some form Cf comprehensive legislation tc revise the outdazed 1934
Ccommunications Act. The recently announced settlemen: of the AT&T/Justice
Department antitrust suit, however, has broughs into guesticn the rresent
necessity for the enactment of a major legislative initiative. Due to the
settlement's reguired major restructuring cf the Bell System and its
potential impact on the telecommunicaticns industrv's structure, some seem <O
guestion the desirability of the enactment of a major legislative croposal at
this time, while others feel that such a restructruing makes the enactment of
an immediate legislative vehicle more imperative.

In addicicn to the rtasic controversy over the szcope o©f the legislation, a
considerable amount of controversy has been generated regarding :the need for,
and the impact of, specific provisions contained in H.R. 5158. Althougnh
there are many provisions contained in the legislation that address various
telecommunications concerns, perhaps those that seek o medify the terms of
the proposed AT&T~-Justice Departent settiement have attracted the nest

ttention. Although the settlement's terms have been subjec: te a
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UPDATE~11/19/82
services continue to express their 4i sfaction with the legislation.
Strong opposition b§ the American News Publishers Association and the
fire and intrusion alarm industry was moderated by amendments added during
the Commerce Committee's July markup which limited AT&T's entry into
electronic publishing, and prohibited AT&T's entrance into the fire and
intrusion alarm industry unless alter tive delivery systems f(i.e., a systen
cther than telephone lines) are avaiil 1

The majority ¢f the amendments, some of which were advanced Dy +the Senate
Judiciary Committee and others which were agreed to by the Commerce
Committee, as the result of a compromise with Senator Hollings, focus on
additicnal safeguards 10 assure the structural separation of AT&T and its
fully separated aff: te and modify operational reguiremencs tc prevent
icle competitive uses andéd moncpoly contrel cf the marketplace. The

s 8¢ as passed by the full Senate would:

¢ Eszablisnh &s naticnal policy the promotion of comperition in the
telecommunicacions industry.

o Continue regulation of ordinarvy telechone service and basic
telecommunicazions services. Federal regulation would pre-empzc State
regulation of long-distance telephone service within the State.

o Zirect the FCC te¢ reduce or liminate regulation of telecommunications
services as competition develops, unless the change would nurt national
security.

© Direct the FCC to prevent unreasonable charces for vasic telephone
service. The FCC would De a.lowed j e} set surcharges sn _ong distance
connection rates to subsidize telephone service.

¢ Bar regulated local telephone carriers from discontinuing local service
tc enficrce the collecticn of long distance service charges owed by a
customer.

¢ Direct the FCC within 30 days ¢f enactment ¢f the bill to identify the
carriers to be regulated.

c Classify AT&T as a dominant-regulated carrier and allow the rce under
Certain condizticens o] reclassify any regulaced carrier as a
dominant-regulated carrier.

¢ Reguire carriers to file tarifis, contracts and technical eguipment
informaction with the FCC for regulated services.

O Pronibit a carrier from discontinuing or reducing a regulated service
unless the FCC certified that the pullic will be served by the change.

Q Zstablisn a pcard fle) determine the costs cf long-distance
telecommunications carriers' connections to local telephone networks. The
FCC in accordance with the noard's decisions weuld creatce a method for
arportioning the costs 0of access to lcocal telephone netwerks.

© Allow the FCC to recuire carriers =o cocrdinate overaticns il ensure
maintenance of the telephone neztwork.

C Prohibit regulaticn of the production, marketing or other provision cf
customer premises equipment, such as telephone receivers or data processing
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¢ Clarify that all information regarding AT&T's telephone network given to
the fully serarated affiliate be disclosed in the same manner and basis to
all non~affiliated entities.

o] Prohibit AT&T from supplying its affiliate with research and
develcpment, administrative services, management or marketing infermation
except on a "fully auditable and compensatory basis." Any information paid
fcr by reguiated rate-pavers suppliied by AT&T <o its fully separated
affiliate must alsc be discrosed free o0f charge L0 competing companies.

o Provide for Securities and Exchang
 separated affiliate t
f companies offering se

Commission (SEC) oversight Dby
e witch the SEC all reporctcs
uricties to thne public.
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Xeep telephone and other rates within limit ("affordable" telephone rates
and nationwide basic telephone service were assured through the formation of
a "Universal Service Compensaticn Fund"); (b) the required divestiture of <the
manufacturing arms ¢f both American Telephone and Telegraph (AT&T) {Western
Electric) and General Telephone and lectronics <Corporation and (c) “he
lifting of restricticns barring AT&T and other established carriers from
cffering related communicaticns services. While extensive hearings on all
aspects of communication reform were neld by the house Ccmmunications
Subccommittee, H.R. 1301l% did not receive further actiocn.

Actions in the 96th CTongress

It was not until the Seth congress thas poth House and Senate
Commurnications Subcommittees introduced major legislative initiatcives (E.R.
3332; S. s11; 8. 822). 211 three legislative measures contained extensive
preposals dealing with the deregulation ¢f the common carrier and broadcas:
industries. Because ©of conflicts c¢cver the various provisions and uncertainty
among subcommittee members over the effects of the proposals, major revisicns
occurred in the legislation.

As a result ¢f unresolved differences H.R. 3333 was led and a more
limited legislative initiative (H.R. 6121), dreopping ail D cadcast provisicens
anéd sclely addressing common carrier issues, was intrcduced in December 197C.
The majior concept preoemoted LYy the House eg siation was the reliance on
market forces and competition when pessibl as a substitute for present
regulaticn. However this deregulation woul d not remcve the obligation of the
industry ¢c ovide Dbasic telephone service at "reasonab.e and affordable"
razes The major highlights 2Ff the House legislation as approved by ~he
Commerce Committee included the following:

o Deregulation of intercity markets and services, while retaining
regul Lon over basic telephone service and services provided Ly "dominant"

rs (i.e., ATS&T).

o Modificazticn ¢©f a 1956 consent decree permitting AT&T to provide
services in various competitive markets. AT&T would Dbe prohibited, nowever,
frem offering mass media service (e.g., the type of information cffered oy
newsrvapers, periodicals, radio or televisicon) . AT&T wWas also required to
Create a serarate subsidiary with separate accouniting procedures for offering
any unregulated telecommunications services so that no cross-subsidization
could occur between moncpoly and competitive services.

o Payment f an access charge oy any intercity carrier to the lLocal
carrier for use o©of the local carrier's facilities.

© Development of a National Telecommunications Pool, funded by “he
intercity carrier lLocal hookup=-access chardges, to nhelp keep the costs of
providing Dbasic telephone service in local exchanges, partcicularly in smalil
communities, afifordable in a deregulated market.

1

th

£ the manu

tliation o acture and sale ¢f terminal eguipment (e.g.,
telephone receivers and switchboards) including & provision permitting
customers tQ connect their own terminals.

© Various propcsals to protect and prevent discrimination against rural
rhone service customers.
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© No State or Government agency could require or pronibit any programming
on a cable system Or regulate basic subscriber or pay ca

No further action was taken on S. 2827. The lateness
House Judiciary Committee's adverse report and the diffe
and Senate proposals all combined to blcck once again
significant legislation to amend the Communications AcCt

H.R. 5158 (wirtn) P
Amernds the Communications Act of 1934 to revise
relating to telecommunications, and for cocther purpcses.

H.R. 5421 (Mottl et al.)

Estcablishes & private, nonprofit corporaction to serve
fo the interests of residential telephone users before
and other purblic bodies and forums

H.R. 5483 (BRailey, D. et al.)

Amends cthe Communicatctions act cf 1834 to prcevide
Telephcne and Telegraph Company shall not be divested of
local telerhnone comparnry. or ct its rcldings in an
manufacturing or research operations, for a period cf 2

E.R. 87¢%7 (Corcoran)

Amends title II of the Ccocmmunications ACLt cf 1834 ¢
sources o©f electronic infcrmacion. Introduced July 20,
Enercy and Commerce.

S. 839¢& (Packwood et al.)
Amends the Communications Act of ¢34 te
communications Commissicn authority cover interexc

[

telecommunicatctions services. Reguires dominant-regulate
all but basic regulated telecommunications services thro
affiliaze. Regquires the FCC TOo establish a Join
ascertaining and apportioning the costs of providing
facilities for interexchange services. Sets forth condi
relationship of a fully separated affiliate with it
carrier.

S. 182% (Pressler)

Directs the Congress and the Administration Lo place
policy of universal telephone service at reascnable rate

Uv.s. ccngress. House. Committee ¢cn the Judiciary.
Subcommittee on Monopolies and Commercial Law.
Telecommunications Act of 1880. Hearings, S6th
Ceongress, 23 session. Sept. 9 and 16, 188¢0. Wa
U.8. Govt. Print. OFff. 1¢el. 803 p.

©
T 0

ble subscriber rates.
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IB8L150

ot

AT&T filed in U.S. Distric rt, its plan of

proposed geographic bounda to define future
exchange areas (loccal access and transport areas
[LATA'S]) designa*ing the service areas ¢of the divested
22 local operating companies.

u

(81
"
® )
n O

)t

various groups fi

il ppeals challengi
Justcice Devartment

e a g the U.S.
/ART&T antizrust setile

n
lement.
Judge Greene approved the newly filed set lement
which incorporated his 10 mod ications thereby
dismissing the antitrust case.

rhy

A7&T and the Justice Dept. announced that they would
modify then proposed gsettlement TO incorporate

Judge Greene's changes.

Judge Greene announced that ne would approve the terms
of the A2T&T Justice Dept. antitrust s tiement onLiy

if the two parties agreed zZ0o his list of modifications.
Representative Corcoran introduced E.R. 787, the
"Assuranc of Diversity of Electronic Information

House Committee on Energy and Commerce markup c¢f
H.R 2158 terminated before completion.

ne House Committee on Energy and Commerce began
markup ¢f H.R. 351358.

AT&T anncunced the appointment of ithe chief execu:tive
cfficers ©f the seven tentative regional local
operating companies.

The Subccommittee cn Telecommunications, Consumer
Prctecticn and Finance unanimously passed, after
further revision, the substitute H.R. 5158.

Representative Wirth along with sixXx other subcommittee
members introduced the substitute version ¢f H.R. 5138
entitled the Telecomnunications Act of 1982.

b
[

AT&T release its "planning model" for divestiture
which groups the local opera:ting companies into 7
independent, regional corporations.

The Justice Department's competitive impact statement
appeared in the Federal Register, commencing the
50-day purlic comment period.

The Justice Dept. filed its competitive impact
statement regarding the AT&T settlement with +the
United States District Court.

Representative Bailey introduced H.R. 5483.

UPDATE-11/18/82
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-- Senator Pressler introduced amendment to S. 1829.
02/02/82 -- Representative Mot:l introduced H.R. 35421.
01/28/82 -- House Committee on Energy and Commerce,
Subcomittee on Telecommunications, Consumer
Protection and Finance andéd Commicttee on the
cudiciary, Subcommittee cn Monocpoiiss and
Commercial Law, completed 2 days ¢f ioint nhearings
on the ramifications ¢f the AT&T/Justice Devartment
settlement.
$1/28/82 -~ Senate Commerce, Science and Transportation Committee,
Subcommittee on Telecompnunications ané the Senacze
Judiciary Committcee held hearings cn the
ramificacions f the AT&T/Justice Department settlement.
CL/08/82 ~-- The U.3. Justice Dept. and AT&T reached a negotiated
settlement ©of the pending antitrust suiz.
12/i0/€81 -- Rep. Wirth inctroduced H.R. 5138, tns Telecommunications
Ac of 18g81.
11/03/81 -~ House Committee Or Energy andé Commerce, Subcommitcee
on Telecommunicaticns, <cnsumer Protecticn, and Finance
majority staff released reportct entitled "Telecommunications
in Transiticn: the Status of Competition in the
Telecommunicactions Industry."
12/C7/8L -~ An amerded version ¢f S. £98 passed the fuli Serate
So-4.
0S8/24/€81 -- House Commitzee on Znergy and Commerce, Subcomnitrnee
on Telecommunicaticns, Consumer Protection, and
Finance, neld Jjocint cversight hearings on FCZC
regulaction oI teleCOmMMUNications COMMENn carriers.

-=- General Accounting Office transmitted report on FCC
regulation oI tTelecommunicatilns cCccocmmon carriers
(CED=-21~136; Exec Ccmm 22435) zo House Ccmmittee or
Energy and Commerce.

09/23/81 -~ Hearings completed Dy House Commitiee on =Znergy and
Commerce, Subcocmmittee ¢cn Telecommunications,
Consumer Prctection and Finance on information
diversicy.
08/06/81 -- Hearings completed by Sena+e Judiciary Commit-ee oOr
S. g2¢8.
$7/28781 -~ Hearings held by House Committiee on Snergy ana
Commerce, Subcommittee on Telecommunications,
Consumer Protecticn and Finance on carle franchising.
07/18/8: =- Senate Committee on Commerce, Sc:ience and Transporzation
reported S. 388, Senawcr Hellings dissenting.
08/22/8Y -- Senate Committee on Commerce, Science and Transpor:tation
completed six days ©f hearings on S. 8¢88.



05/28

04/07
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—

/81 -- Hecuse Subcommittee on Telecommun:i
Protection and Finance completed
status of competition and deregul
communications industry.

ations, Consumer
earings on the
tion in the

v QO

/81 -- Senator Packwood introduced S. 83585,
"Telecommunications Competition an
cf 1%gl."
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