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ABSTRACT 

On January 1, 1984, The American Telephone and Telegraph Company (AT&T) di- 

vested itself of a major portion of its organizational structure and functions. 

Under the post-divestiture environment the once fully-integrated Bell System is 

now reorganized into the "new" AT&T and seven Ladependent regional 5olding ?om- 

panies -- American Information Technologies Corp., 3ell Atlantic Corp., 3ell- 
South Corp., NYNEX Corp., Pacific Telesis Group., Southwestern Bell Corp., and 

U.S. West, Inc. The following analysis provides an overview of the pre- and 

post-divestiture organizational structure and details the evolution of the anti- 

trust action which resulted in this divestiture. 
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THE MIERICAN TELEPHONE XVD TELEGRAPH COMPANY DIVESTITURE: 
BACKGROUND, PROVISIONS, AND RESTRUCTURING 

INTRODUCTION 

jn 4ovem~er '2, 1 ? 7 4 ,  ~152 ?.9* ?enartment qf 'ustice instituted an anti- 

~ x s  t accion against American '?-e?none ma " ~ e g r a p n  hmpany : A T & T ) ,  tne parent 

organization, Western Electric Co., Inc., i ts  wholly-owned manufacturing subsid- 

iary, and Bell Laboratories, Inc., its jointly-owned research and development 

arm, charging the defendants with using their monopoly position to inhibit compe- 

titors in selected telecommunications markets. Divestiture of the existing com- 

ponents of AT&T was sought on the basis that such an approach would best assure 

that the company could not use revenues from its monopoly services to subsidize 

advanced communications services in the competitive marketplace, or use its mon- 

opoly control over the communications network to hinder competitive access. 

ever, a proposed negotiated settlement was reached between the two parties on 

January 8, 1982. After the incorporation of court-recommended modifications, 

presiding District Court Judge Harold Greene approved the settlement on Au- 

gust 24, 1982, and, therefore, dismissed the antitrust suit. The subsequent 

court approval of the AT&T-filed reorganization plan, detailing the implementa- 

tion of the settlement's terms, was granted after additional court modification 

on August 5, 1983. On January 1, 1984, AT&T, in compliance with the court- 

approved settlement and reorganization plan, divested itself of a major portion 

of its organizational structure and functions. 



The following anaiysls dezaiis rhe evolution of the proceeding from its ini- 

tial filing on November 29, ! 9 7 4 ,  until the divestiture on January 1, 1984. Af- 

ter providing a brief overview ol the predivestiture Bell System corporate struc- 

ture, section I focuses on the gost-divestiture organizational structure of the 

22 operating companies as well as the "new" AT&T. Section I1 contains a brief 

background enumerating the basis for the antitrust suit, while sections I11 and 

I V  analyze the provisions contained in the January 8, 1982, proposed negotiated 

settlement and the subsequent modifications incor~orated into the August 3-6, 

1382, :ourt-4pprov~-a ;ecz:tm,enc. Secz~on i discusses the provisions contained 

in the December 16, 1982, ATST-filed reorganization plan and the additional mod- 

ifications incorporated before its August 5, 1983, acceptance by Judge Greene. 



I. BELL SYSTXM COXPORATE XEORGXNIZATION 

A .  P r e d i v e s t i t u r e  B e l l  System Corpora te  S t r u c t u r e  

P r i o r  t o  the d i v e s t i t u r e ,  AT&T and i t s  s u b s i d i a r i e s  combined t o  form t h e  

B e l l  System, an o r g a n i z a t i o n  whose p r i n c i p a l  b u s i n e s s  was t h e  f u r n i s h i n g  o f  t e l e -  

communications services -- mainl-7 te leohone  -- bo th  domes t i ca l  l v  - 1 / and i n t e t n a -  

t i o n a l l y .  The 3 e ~ 1  j v ~ t z m  yas a s l n 5 i e  i n t a g r a t e d  network composed of t h e  AThT 

pa ren t  o r g a n i z a t i o n  and i t s  v a r i o u s  s u b s i d i a r i e s  and a f f i l i a t e s ,  o f f e r i n g  a com- 

p l e t e  range  of te lecommunicat ions s e r v i c e s  i n c l u d i n g  r e s e a r c h  and d e v e l o p e n t ,  

e q u i p e n t  manufactur ing and s a l e ,  l o c a l  and long d i s t a n c e  t r a n s m i s s i o n  s e r v i c e s ,  

a s  w e l l  a s  access  t o  i n t e r n a t i o n a l  t r a n s m i s s i o n  s e r v i c e .  

?fore s p e c i f i c a l l y ,  a s  d e p i c t e d  i n  appendix B ,  t h e  B e l l  System was comprised 

of  t h e  AT&T parent  o r g a n i z a t i o n ;  22 wholly-owned and 2 p a r t i a l l y - c o n t r o l l e d  lo- 

c a l  o p e r a t i n g  companies - 2/ which provided i n t r a s t a t e  te lecommunicat ions ser- 

v i c e s ;  AT&T Long L ines  D i v i s i o n  which provided i n t e r s t a t e  te lecommunicat ions 

e r n  E l e c t r i c  Company, I n c . ,  which provided manufac tur ing  and purchas ing  o f  t e l e -  

communications products  and s u p p l i e s  ; B e l l  L a b o r a t o r i e s ,  I n c . ,  a  j o i n t  ly-owned 

v e n t u r e  of AT&T and Western E l e c t r i c ,  which provided r e s e a r c h  and d e v e l o p e n t ;  

ATbT Informat ion  Systems, I n c . ,  a  f u l l y  s e p a r a t e  s u b s i d i a r y  which provided  

I /  The B e l l  System d i d  not  provide  l o c a l  t r a n s m i s s i o n  s e r v i c e  i n  Alaska ,  
~ a w a i T ,  Puer to  Rico ,  o r  t h e  U. S. V i r g i n '  I s l a n d s .  

21 A l i s t i n g  of t h e s e  22 wholly-owned o p e r a t i n g  companies can  be  found i n  
appenz ix  C .  The AT&T system a l s o  h a s  a  m i n o r i t y  ownership i n  two o t h e r  o p e r a t i n g  
companies,  the  Southern  New England Telephone Company (s~ET)(23.7 p e r c e n t  owned) 
and C i n c i n n a t i  B e l l ,  I nc .  (32.6 percent  owned). 



u n r e g u l a t e d  s e r v i c e s ;  Advanced Nobi le  Phone S e r v i c e  I n c . ,  which p rov ided  c e l l u -  

l a r  mobi le  r a d i o  s e r v i c e ;  31 and AThT I n t e r n a t i o n a l ,  I n c . ,  which marketed B e l l  - 
System p r o d u c t s  and s e r v i c e s  o u t s i d e  t h e  U.S. 

With 1983 a s s e t s  of $150 b i l l i o n ,  t h e  p r e - d i v e s t i t u r e  B e l l  System was t h e  

w o r l d ' s  l a r g e s t  c o r p o r a t i o n .  P r i o r  t o  t h e  d i v e s t i t u r e ,  AT&T and i t s  s u b s i d i a r -  

i e s  g e n e r a t e d  1983 revenues  o f  $ 6 9 . 4  b i l l i o n ,  employed a lmos t  one m i l l i o n  peop le ,  

and o p e r a t e d  a  network o f  87 m i l l i o n  a c c e s s  l i n e s .  A t y p i c a l  o f  B e l l  System cor -  

p o r a t e  h i s t o r y ,  I983 n e t  income was on iy  $248.7 m i l l i o n .  d e s p i t e  o p e r a t i n g  Ir.cone 

. . 
sf 35.: -,~llion. ?,IS iow ?refit :evel  1s ! a r g e l y  a t t r i b u t a b l e  t o  t h e  incor?orz -  

t i o n  of a  one-time $5 .5  b i l l i o n  end-of-year c h a r g e  r e s u l t i n g  from a  write-down o f  

AT&T'S  p o s t - d i v e s t i t u r e  a s s e t s  and o t h e r  a c c o u n t i n g  changes .  ( s e e  appendix  D 

f o r  s e l e c t e d  s t a t i s t i c s  on t h e  p r e d i v e s t i t u r e  B e l l  System.) 

Under t h e  terms o f  t h e  consen t  d e c r e e ,  however, AT&T agreed  t o  d i v e s t  it- 

s e l f  o f  t h o s e  p o r t i o n s  o f  i t s  22  wholly-owned o p e r a t i n g  companies which p r o v i d e  

exchange s e r v i c e  and a c c e s s  f u n c t i o n s  and which p r i n t  and d i s t r i b u t e  d i r e c t o r y  

a d v e r t i s i n g  ("Yellow P a g e s t t ) ,  a s  w e l l  a s  i t s  f a c i l i t i e s  which o f f e r  c e l l u l a r  mo- 

b i l e  r a d i o  s e r v i c e .  AT&T r e t a i n e d  ownership  o f  i t s  i n t e r s t a t e  long  l i n e s ;  i t s  

r e s e a r c h ,  d e v e l o m e n t  and n a n u f a c t u r i n q  o p e r s t i o n s ;  i t s  u n r e s u i a t e d  s u b s i d i a r y ;  

i t s  i n t e r n a t i o n a l  d i v i s i o n ;  and t h e  i n t r a s t a t e  i n t e r e x c h a n g e  and embedded cus-  

tomer p remises  equipment (CPE) f u n c t i o n s  of t h e  22 B e l l  O p e r a t i n g  Companies 

(BOCs). Compliance w i t h  t h e  d e c r e e  n e c e s s i t a t e d  t h e  r e s t r u c t u r i n g  o f  p a r t s  o f  

t h e  c o n s o l i d a t e d  B e l l  System i n t o  s e p a r a t e  and independent  o r g a n i z a t i o n s ,  and,  

3 /  C e l l u l a r  mobi le  r a d i o  i s  a  form of  p o r t a b l e  r a d i o  t e l e p h o n e  s e r v i c e  
which-allows mobi le  r a d i o  t e l e p h o n e s  t o  b o t h  i n i t i a t e  and r e c e i v e  c a l l s  w i t h  p r i -  
v a t e  l i n e  q u a l i t y .  A m e t r o p o l i t a n  a r e a  i s  d i v i d e d  i n t o  " c e l l s , "  each s e r v e d  by 
a  low power r a d i o  r e p e a t e r  which i s  l i n k e d  t o  o t h e r  r e p e a t e r s  by computer .  As a  
mobi le  r a d i o  u s e r  moves from one c e l l  t o  a n o t h e r ,  t h e  computer s h i f t s  t r a n s m i s -  
s i o n  from one r e p e a t e r  t o  a n o t h e r ,  t h u s  making p o s s i b l e  a g r e a t e r  number o f  h igh-  
e r  q u a l i t y  m o b i l e  r a d i o  t e l e p h o n e s .  



pursuant  t o  t h i s  o b j e c t i v e ,  i n  accordance  wi th  t h e  court-approved d i v e s t i t u r e  

p l a n ,  t h e  B e l l  Syscem w a s  r eo rgan ized  i n t o  e i g h t  p a r t s ,  seven  r e g i o n a l  h o l d i n g  

companies and t h e  p o s t - d i v e s t i t u r e ,  o r  "new," AThT. 

B. Divested Opera t ing  Company S t r u c t u r e  

Under t he  terms of t h e  ATbT-submitted, and court-approved,  d i v e s t i t u r e  

p l a n ,  t h e  p o s t d i v e s t i t u r e  o p e r a t i n g  company o r g a n i z a t i o n a l  s t r u c t u r e  was recon- 

f i g u r e d  t o  i nc lude  seven r e g i o n a l  ho ld ing  companies,  which i n c o r p o r a t e d  t h e  22 

B O C s ,  seven r e g i o n a l  c e l l u l a r  s e r v t c e s  s u b s i d i a r i e s ,  and a c e n t r a l  resear& m d  

a d v i s o r y  u n i t .  - 4 /  (See appendix 0, f o r  an  o r g a n i z a t i o n a l  ckart of m e  ?os t -  

d i v e s t i t u r e  o p e r a t i n g  companies.) 

The seven r e g i o n a l  ho ld ing  companies (RtICs) ( i . e . ,  American In fo rma t ion  

Technologies  Corp. ("Ameritech") ; Bell A t l a n t i c  Corp. ( " B e l l  ~ t l a n t i c " )  ; Bell- 

South Corp. ( "Be l lSou th" ) ;  NYNEX Corp. ("NYNEX"); P a c i f i c  T e l e s i s  Group ("PacTel  

Group"); Southwestern B e l l  Corp.; and U.S. West, Inc.  ("U.S. WEST")) - 5 /  t h rough  

4/ In  a November 1983 d e c i s i o n ,  t h e  FCC determined t h a t  the s t r u c t u r a l  
s e p a r a t i o n  requi rements  a p p l i e d  t o  AT&T i n  i t s  December 1980 Computer 11 d e c i s i o n  
which r equ i r ed  t h e  format ion  of a s e p a r a t e  s u b s i d i a r y  f o r  t h e  p r o v i s i o n  of "en- 
hanced" un regu la t ed  s e r v i c e s  and customer premises  equipment shou ld  a l s o  be ap- 
p l i e d  t o  any p o s t - d i v e s t i r u r e  aOC cha t  chooses t o  o f f e r  customer premises  equip- 
ment and enhanced s e r v i c e s .  To e n a b l e  t h e  BOCs t o  begin  p rov id ing  u n r e g u l a t e d  
a c t i v i t i e s  a t  t h e  t i m e  of d i v e s t i t u r e ,  t h e  FCC pe rmi t t ed  such  o p e r a t i o n s  -- sub- 
j e c t  t o  compliance wi th  account ing  s e p a r a t i o n  and i n t e r i m  c a p i t a l i z a t i o n  p l ans .  
The FCC requ i r ed  each  of t h e  r e g i o n a l  B e l l  Opera t ing  Companies t o  f i l e  by Janu- 
a r y  30, 1984, i n t e r i m  c a p i t a l i z a t i o n  p l a n s  which would d e t a i l  t h e  fo rma t ion  o f  
s e p a r a t e  o r g a n i z a t i o n s  f o r  t h e  p r o v i s i o n  of customer premises  equipment and en- 
hanced s e r v i c e s  i n c l u d i n g  a t i m e t a b l e  t o  e n a b l e  f u l l  compliance w i t h  Computer 
I1 r u l e s  w i t h i n  6 months of t h e  o r d e r ' s  r e l e a s e  d a t e .  These i n t e r i m  p l a n s  a r e  
o n l y  t o  be e f f e c t i v e  f o r  t h e  f i r s t  yea r  of o p e r a t i o n  and f o r m a l  c a p i t a l i z a t i o n  
p l a n s  must be f i l e d  by June 30, 1984. 

5 1  The o p e r a t i n g  company composi t ion  of t h e  seven  RHCs is as fo l lows :  
~ m e r i r e c h  - I l l i n o i s  Bell, Indiana  B e l l ,  Michigan Bell, Ohio B e l l ,  and Wisconsin 
B e l l ;  B e l l  A t l a n t i c  - B e l l  of Pennsylvania ,  Diamond S t a t e  Telephone,  t h e  Chesa- 
peake and Potomac Companies, and New J e r s e y  B e l l ;  Be l lSou th  - South  C e n t r a l  B e l l  
and Southern B e l l ;  NYNEX - New England Telephone and New York Telephone; PacTel  
Group - P a c i f i c  B e l l  and Nevada Bell; Southwestern B e l l  Corp. - Southwestern 
B e l l ;  and U.S. WEST - Moutain Bell, Northwestern B e l l  and Pac l f  i c  Northwest B e l l .  



t h e  d i v e s t e d  BOCs c o n t i n u e  t o  p rov ide  exchange s e r v i c e  ( b o t h  l o c a l  and t o l l )  and 

a c c e s s  a s  w e l l  a s  c e l l u l a r  mobi le  r a d i o  s e r v i c e  w i t h i n  t h e  p r e s c r i b e d  l o c a l  ac- 

c e s s  and t r a n s p o r t  a r e a s  (LATAs) c o n t a i n e d  i n  t h e i r  former s e r v i c e  a r e a s .  61 - 
(See appendix F f o r  a  map d e p i c t i n g  t h e  geograph ic  l o c a t i o n  and o p e r a t i n g  company 

compos i t ion  of t h e  s e v e n  RHCs.) 

While d i f f e r i n g  s i g n i f i c a n t l y  i n  terms o f  s i z e  o f  geograph ic  s e r v i c e  a r e a ,  

t h e  seven  RHCs a r e  r e l a t i v e l y  e q u a l  w i t h  r e s p e c t  t o  o t h e r  major  i n d i c a t o r s .  A s  

e s t i m a t e d  f o r  1984,  h o l d i n g  company revenue r a n g e s  from NYNEX's h i g h  o f  59.8  b i l -  

l i o n  t~ U.S.  ' desc ' s  low o f  S7.1 bLl!ion, whi le  nec Inccme r a n s e s  fr3m 3 e 1 1 S o u t h t s  

$1 .2  b i l l i o n  t o  P a c i f i c  T e l e s i s ' s  $827.7 m i l l i o n  and a s s e t s  from B e l l S o u t h ' s  

$20.8  b i l l i o n  t o  U.S. W e s t ' s  $15.1 b i l l i o n .  RHC workforce  d i s t r i b u t i o n  i s  a l s o  

r e l a t i v e l y  e q u a l ,  r a n g i n g  from a  h i g h  o f  99,100 employees a t  B e l l S o u t h  t o  a low 

o f  74,700 a t  Sou thwes te rn  B e l l .  S u b s c r i b e r s h i p ,  a s  r e p r e s e n t e d  by a c c e s s  l i n e s ,  

r anges  from B e l l  A t l a n t i c ' s  14.6  m i l l i o n  t o  Sou thwes te rn  B e l l '  e  10 .5  m i l l i o n .  

D e s p i t e  t h i s  r e s t r u c t u r i n g ,  w i t h  a s s e t s  r a n g i n g  from $15 t o  21 b i l l i o n ,  t h e  RHCs 

s t i l l  r ank  among t h e  t o p  10 U.S. u t i l i t i e s  ( s e e  appendix G f o r  a  breakdown o f  

1984 e s t i m a t e d  RHC revenue ,  n e t  income, a s s e t s ,  a c c e s s  l i n e s  and employees) .  

Each o f  t h e  RHCs h a s  i t s  own o f f i c e r s ,  employees,  and board of d i r e c t o r s ,  

and i s  independen t  o f  AT&T and of  each o t h e r .  The s e v e n  RHCs  each  own a  one- 

s e v e n t h  i n t e r e s t  i n  a  r e s e a r c h  and a d v i s o r y  u n i t .  T h i s  u n i t ,  r e c e n t l y  named B e l l  

Communications Research ,  I n c . ,  L/ i s  r e s p o n s i b l e  f o r  t h e  f u r n i s h i n g  o f  t e c h n i c a l  

6 1  Upon d i v e s t i t u r e ,  ATdT t r a n s f e r r e d  ownership  o f  i t s  s e v e n  r e g i o n a l  c e l -  
l u l a r s e r v i c e  companies t o  each  o f  t h e  a p p r o p r i a t e l y - l o c a t e d  RHCs t o  e n a b l e  each  
t o  p r o v i d e  t h i s  s e r v i c e  i n  t h e i r  d e s i g n a t e d  t e r r i t o r i e s .  S u b j e c t  t o  c e r t a i n  con- 
d i t i o n s ,  however,  t h e  c o u r t  h a s  p e r m i t t e d  t h e  BOCs i n  d e s i g n a t e d  a r e a s  t o  o f f e r  
c e l l u l a r  mobi le  r a d i o  s e r v i c e  a c r o s s  LATA b o u n d a r i e s .  See p. 28 f o r  a  more de- 
t a i l e d  d i s c u s s i o n  o f  LATAs. 

71 Temporar i ly  r e f e r r e d  t o  a s  t h e  C e n t r a l  S e r v i c e s  O r g a n i z a t i o n  i n  t h e  
AT&T-submitted r e o r g a n i z a t i o n  p l a n ,  t h i s  u n i t  was o f f i c i a l l y  named B e l l  Communi- 
c a t i o n s  Research ,  I n c . ,  on  February  16 ,  1984. 



assistance and various administrative and consulting services which are more ef- 

fectively provided on a centralized basis. Its other major function consists of 

serving as the operating companies central contact point for national security, 

emergency preparedness, and national disaster coordination. Bell Communications 

has a 1984 budget of $878 million and by year end is expected to employ a work- 

force of approximately 8,000 persons. 

C. post-~ivestiture AT&T Organizational Structure 

To accommoaare cne  aives~lrure (but not &s a requirement df the settlement), 

a separate corporate decision was made to reorganize the post-divestiture AT&T 

into a relatively small headquarters staff -- responsible for setting general 
corporate policy -- and two sectors: AT&T Communications and AT&T Technologies, 

Inc. (See appendix H for an organizational chart of the post-divestiture AT&T 

organizational structure.) 

AT&T Communications, which includes the former AT&T Long Lines Division and 

the intrastate interLATA activities formerly provided by the Bell Operating Com- 

panies, provides nationwide intsrexchange and international telecommunications 

services. AT&T Technologies, Inc., which includes Western Electric, 8/ Bell - 
Labs, AT&T International, and AT&T Information Systems, provides a wide range of 

research and development, manufacturing, marketing, and other services. More 

specifically, Bell Labs continues to meet the research and development needs of 

both sectors of the "new" AT&T. AT&T International markets AT&T Technologies 

products and services outside the U.S., while AT&T Information Systems, a fully 

81 As of January 1, 1984, Western Electric Co., Inc., ceased to exist as 
a separate division of the "new" AT&T. Its employees and functions were redis- 
tributed among the various divisions within AT&T Technologies, Inc. The name 
Western Electric, however, will continue to be affixed to many of the products 
manufactured by AT&T Technologies. 



separated subsidiary, - 9 1  is responsible for the marketing and servicing of new 

telecommunications products as well as the in-place CPE previously owned by the 

BOCs, but transferred to the "new" AT&T upon divestiture. 101 - 
While the "new" AT&T, with estimated 1984 assets of $34.3 billion, no long- 

er holds its predivestiture position as the world's largest corporation (based on 

assets), it still ranks fourth among U.S. corporations. Although it has entered 

into more unregulated, highly competitive markets, providing a wide array of new 

telecommunications equipment and services, the post-divestiture AT&T continues 

t o  retain a large reguiaced component h i = s  revenue mix, wich approximately 6d 

percent of its 1984 estimated revenues ($56.5 billion) expected to come from 

regulated long distance telephone service. A net income of $2.1 billion and a 

workforce of 373,000 are estimated for 1984. (See appendix I for a breakdown of 

post-divestiture AT&T, revenue, net income, assets, and employees as estimated 

for 1984.) 

91 AThT Information Systems, formerly known as American Bell, Inc., is the 
fully=separated subsidiary formulated by ATbT in June 1982 to provide "enhanced" 
unregulated services and customer premises equipment in compliance with the 
FCC's December 1980 Computer I1 order. 

101 This embedded CPE was deregulated and transferred from the 22 BOCs to 
AT&T Technologies at the time of divestiture. Customers with this equipment 
have, at this time, the option of either continuing to lease or of purchasing 
this equipment from the "new" AT&T in accordance with FCC-approved guidelines. 



11. BACKGROUND 

On November 20, 1974, the Department of Justice, on behalf of the United 

States, instituted an action against American Telephone and Telegraph Company, 

the parent organization, Western Electric Company, Inc., its wholly-owned manu- 

faccuring subsidiary, 3nd Y e l l  Laboratories, Inc., i r s  jsintly-gwned rzsearc!? 

and development arm, ai-eglng chat they had violated Section 2 of ihe Sheman 

Act (15 U.S.C. sec. 2) - 111 by conspiring to monopolize the domestic telecommuni- 

cations industry. - 121 The Justice Department initially sought relief in the form 

of divestiture of the Bell Operating Companies (BOCs) and the divestiture and 

dissolution of Western Electric. Prior to the commencement of the trial, how- 

ever, the Justice Department modified its relief request to seek as a first al- 
. . '. 

ternative the divestiture of the BOCs from the remaining AT&T network so that 

local exchange functions would be separated from the remaining AT&T functions. 

According to the Justice Department, the defendants used their monopoly 

power in regulated areas to e x e r z  control and competitive advanrages In =he :hen 

newly-unregulated telecommunications markets. More specifically, the Justice 

Department claimed that the defendants violated the antitrust laws by conspiring 

to monopolize interstate trade and commerce in three major markets: intercity 

111 The Sherman Act became law on July 2, 1890. Section 2 states: "Every 
personwho shall monopolize, or attempt to monopolize, or combine or conspire 
with any other person or persons, to monopolize any part of the trade or com- 
merce among the several states, or wirh foreign nations, shall be deemed guilty 
of a misdemeanor. . . ." 

121 United States v. American Telephone and Telegraph Co., Civ. no. 74- 
1698 (D.D.c., filed Nov. 20, 1974). 



telecommunications services, customer-provided (CPE), and telecommunications 

equipment. 

A. The Interciry Teleconmunications Services Marker 

Since 1969, the courts and the Federal Coamunications Commission (FCC) have 

authorized the entrance of competitive activity in the intercity telecommunica- 

tions services uarket -- that is the market which provides point-to-point long 
distance service between cities. Although this market is facing an increasing 

degree of compeclclve zcrzvlt:?, ?rlor to the divestlrnre '.t.,ese -ompe+,iq firns 

(e.g., X I  Communicaions Corporation) supplied about 8 percent (based on reve- 

nues) of intercity telecommunications services. Under the predivestiture envi- 

ronment, the Bell System, in partnership with the other established carriers, 

provided the remaining market needs. 

Since most of these competing carriers only own intercity transmission fa- 

cilities, - 13/ they are dependent on the local exchange network to both complete 

their connection and reach their customers. According to the Justice Depart- 

ment, AT&T's undisputed dominance over the local telephone network (80 percent of 

the Nation's telephones are provided by the BOCs) enabled the defendant to hinder 

competitors' access to chat network to the advantage of izs own intercizy net- 

work. This was supposedly accomplished, in some cases, by refusing to provide 

interconnection, and, when supplying interconnection, by doing so in a techni- 

cally inferior manner, at questionable rates. 

The Justice Department further claimed that AT&T also hindered competition 

by cross-subsidizing competitive services with the revenues from monopoly ser- 

vices. This cross-subsidization, they asserted, enabled AT&T to set prices for 

13/ A major exception to this occurred in June 1983, when GTE Corp., the 
hation's second-larges t telephone company, acquired Southern Pacific Company's 
long distance telephone, microwave, and satellite units. (continued) 



its competitive intercity services at an unjustifiably low price, without regard 

for incurred costs. This alleged predatory pricing behavior enabled AT&T to un- 

dercut the fees charged by competitors, further inhibiting the development of 

competition in the intercity telecommunications services market. 

B. The Customer Premises Equipment Market 

The Justice Department also claimed that the defendant unnecessarily 

thwarted the entry of cospetition in the customer-provided (CPE) market by imple- 

aencing rescrlcrlve acracnrnenc goiicies lor X & T  system subscribers. - i L i  

Prior to 1968, XT&T operated under a "foreign attachment" policy whicn for- 

bade its subscribers to attach to their telephone lines or equipment any equip- 

ment not provided by the AT&T network. This policy was justified by AThT on the 

contention that such foreign attachments might impair the quality of its service- 

Since the ATdT network provides 80 percent of the Nation's local telephone ser- 

vice, the Justice Department claimed that this "foreign attachment" policy en- 

abled defendants to use their monopoly position to restrict CPE competitors to 

such a limited market as to make competitive entry economically unfeasible. 

It was not until the FCC struck down this "foreign attachment" policy in its 

1968 "Carcerfone Decision" chat aeaningfui competition in the CPE market devel- 

oped. - 151 Finding the policy to be unreasonable and discriminatory, the FCC said 

that the telephone subscriber had the right to attach any equipment as long as 

such equipment did not adversely affect the telephone system. 

(continued) The long distance subsidiary's principal business is SPRINT, a long 
distance communications service accessed through local exchange telephone lines. 

14/ Customer provided (CPE) was defined as equipment independently pur- 
chasedand supplied by the subscriber which is connected to telephone company 
facilities to terminate or adapt that facility for customer use (egg., a word 
processor or a simple telephone receiver). 

151 Use of the Carterfone Device, 13 FCC 2d 420, [1968]. - 



The Justice Department also alleged that, despite the "Carterfone Deci- 

sion," AT&T continued to attempt to inhibit competitive entry into the CPE market 

by filing with the FCC a requirement that the interconnection of any customer- 

provided equipment not supplied by the BOC be accompanied by a "protective con- 

necting arrangement" furnished, installed, and maintained by the local BOC. Al- 

though this requirement was also overturned by the FCC, and an FCC-maintained 

registration program for - all CPE was established, the Justice Department claimed 

that the defendant's action was an additional display of anticompetitive behav- 

ior, far~ner inhibrrizg a e  gurchase of tompetitors' CPE. 

According to the Justice Department, both of these restrictive policies -- 
the "foreign attachment" policy and the "protective connecting arrangement" pol- 

icy -- erected barriers to competitors, thereby unnecessarily hindering market 
place competition and enhancing the position of AT&T's manufacturing arm, West- 

ern El.ectric, in the CPE market. - 16/ 

C. The Telecommunications Equipment Market 

The Justice Department also alleged that AThT used its position to inhibit 

competition in the telecommunications equipment' market - that is, the market 
wnlcn supplies the ner-iork ~ w i i ~ n i ~ g  and transmission equipmenc purchased 5 y  the 

industry. According to the Justice Department, AT&T, as the parent corporation, 

used its position to enhance the procurement relationship between the BOCs and 

its vertically-integrated equipment manufacturer, Western Electric, to the det- 

riment of other competing network telecommunications equipment suppliers. 

16/ The CPE market, particularly the market for new CPE, has experienced 
increasingly competitive market conditions. According to FCC statistics obtain- 
ed from its registration program, there are thousands of firms manufacturing var- 
ious CPE products. Different submarkets appear to be experiencing different 
levels of competition, however, and a lack of sufficient data makes it difficult 
to fully assess the competitiveness of the market structure. 
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Xore specifically, Western Electric's market position was enhanced through 

the centralization and standardization of the BOCs procurement needs as well 

as through its obtaining earlg access to information regarding the Bell System's 

future needs. The suit also alleged that both AT&T and Western Electric not only 

withheld vital technical information which prevented telecommunications equip- 

ment competitors from offering comparable equipment to the B O C s ,  but, in some 

cases, used their authority to directly prevent the purchase of competitive 

- 1  2 q u i ~ r n e n t .  SFcco 'he 3ei- Syscam has k e n  '52 za jb r  ;urchaser 31 izdustq 5 o u i ~ -  

aen t ,  the  ;usczce Departmenr :laiinea =haC :?ese acrzons w h l c n  innibiced aeli Sys- 

tem purchase purchase of competitive equipment had a serious detrimental effect 

on the growth of competition in the telecommunications equipment market. 

Presentation of detailed trial evidence supporting and refuting all these 

allegations was scheduled to be completed in January 1982, and the presiding 

judge was expected to rule on the case by mid-summer. On January 8, 1982, how- 

ever, ATdT and the Justice Department reached a proposed negotiated settlement, 

Although the settlement expressly stated that it did not constitute an admission 

of AT&Tfs liability, AT6T agreed to divest itself of its BOC's local exchange 

necvork ana ooserve aaa~z~onal ;us:::e 3eparzsent csmpeti:iT~e requizements . 
This was in exchange for the vacating of the suit and the removal of the restric- 

tions of a previously negotiated consent decree which, among other provisions, 

precluded AT&Tfs entrance into any other than regulated communications markets. 

A more detailed analysis of the provisions contained in the January 1982 settle- 

ment follows in section 111. 
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I .  PROVISIONS CONTAINED IN THE U.S. DEPARTMENT OF JUSTICE/MRICM TELEPHONE 
AND TELEGRAPH COMPANY PROPOSED SETTLEMENT OF JANUARY 8, 1982 

The seven-year antitrust suit initiated in 1974 by the Justice Department 

against AThT was vacated as a result of court approval, after modification, of a 

negotiated settlement achieved between the parties. Under the proposed settle- 

ment, 4T&T agreea :a c>e ~i7~es~::ure o i  zne ldcal zschange )peraclans ?i r" s: 

wholly-owned operating companies, as well as additional injunctive requirements 

to assure the removal of any possible BOC incentives to discriminate against 

AThT's competitors in the provision of exchange access and equipment procure- 

ment. 171 In exchange, the Justice Department agreed to vacate the suit, stating 

that there was no finding or admission of AThT's liability, and to modify the 

terms of a 1956 consent decree so that AT&T would no longer be restricted to only 

engaging in the furnishing of regulated communications services. - 181 The abro- 

gation of restrictions in this decree enabled AThT to enter into unregulated ac- 

tivities such as the computer equipment and data processing markets. 

1 7 1  While divestiture of its interest in its two partially-owned companies 
was n o t  required in the settlement, AT6T announced that it would sell its shares 
in SNET during 1984 through public offerings and that it had reached agreement 
with Cincinnati Bell for the repurchase of the Cincinnati Bell shares over a 5- 
year period. As of January 1, 1984, AThT put its shares in both companies in a 
voting trust until their sale. 

181 The 1956 consent decree was agreed to by AT6T as a condition of settle- 
ment of a 1949 antitrust case brought by the Justice Department against AT&T and 
its manufacturing affiliate. The Justice Department, at that time, was seeking 
the divestiture of AT&T1s manufacturing arm, Western Electric Company, Inc., on 
the basis that the defendants had monopolized and conspired to restrain trade and 
commerce in the telephone equipment and telephone supplies market. (continued) 



Terms of the Justice Department/AT&T negotiated settlement perlnitted AT&T 

to keep its long lines and international divisions, Western Electric (its manu- 

facturing arm), dell Laboratories (its research and development arm), and gain 

control of the BOC's intrastate long distance network as well as BOC-provided 

CPE. The BOCs were largely restricted to providing exchange access and exchange 

telecommunications services (both local and toll) encompassing natural monopoly 

services regulated by tariff. This framework followed the Justice Department's 

basic precept which was the separation of regulated from unregulated services 

wits tne SOCa largely keeolng :he the former, and XT&T the latzar. -An sxcepcion 

to this guideline occurred with the assignment of Bell System interstate and in- 

trastate long distance, or interexchange, service to AT&T, based on its increas- 

ingly competitive nature and future outlook for possible deregulation. 

Although later modified to some degree as a condition of judicial approval, 

the following structural, and injunctive requirements, designed to ensure a non- 

discriminatory competitive environment in telecommunications markets were con- 

tained in the proposed January 8, 1982, settlement. 

A. Structural Keorganization Requirements 

The major scraczural requirement imposed by rhe settlement inandated the 

reorganization of AT&T so that both exchange service and access provided by its 

22 BOCs were separated through divestiture from the remaining AT&T network. This 

(continued) In addition to AT&T1s restriction to regulated communications ser- 
vices other provisions in the decree required AT&T to grant to applicants non- 
exclusive licenses for all existing and future patents as well as furnish speci- 
fic technical information regarding such patent licenses. AT&T, however, was 
permitted to collect reasonable royalties from these licenses, and applicants, 
in turn, were required to grant similar privileges to AT&T on request with regard 
to their common carrier communications equipment. Permission for ATCT to ac- 
quire any firm engaged in the manufacture, distribution, or sale of equipment was 
prohibited, without prior court approval. These provisions were deleted and a 
new set of both structural and injunctive provisions was developed. 
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structural separation of the local exchange function from AThT's other functions 

is accomplished by: 

-- transferring to the BOCs enough facilities, staff, technolog- 
ical information, systems and rights to operate exchange 
telecommunications and exchange access functions indepen- 
dently from the remaining AT&T network. 

-- separating and transferring to AT&T all the BOCs functions 
and facilities except for those needed for the performance 
of interchange switching and transmission capacity, CPE, and 
yellow pages operations. 191 

-- prohibiting the joint ownership of facilities between AT&T 
and tne JOCs. ?he sna r lnq  or nu~~liunctlon iaciiities, ~ ' n a ~  
is, facilities used jointly to provide both exchange and in- 
terchange functions, is permitred as long as the BOCs retain 
control over all exchange telecommunications and exchange ac- 
cess functions. 

terminating all license contracts and standard supply con- 
tracts between AT&T, the BOCs and other subsidiaries. 201 

These contracts were arrangements agreed to by the B ~ S  
and AT&T (including its subsidiaries, Western Electric Co. 
and Bell Labs) for the provision of services, ,research and 
development, and equipment. Termination of these contracts 
largely eliminated the economic integration between the AThT 
system and the BOCs. 

-- transferring ownership from AT&T of the portions of the BOCs 
providing exchange access and exchange telecommunications 
services through the spin-off of stock of the separated BOCs, 
or other disposition to the present AThT shareholders. 

-- prohibiting the purchase or any stock or assets of ~ h e  di- 
vested BOCs by the AT&T system after reorganization. 211 - 

-- permitting the BOCs to jointly support and share the costs 
for a centralized organization for the provision of engineer- 
ing, administrative, and other services which can be most ef- 
ficiently provided in such a manner. 

191 The publication and distribution of directory advertising (i.e., Yel- 
low ~ z e s )  was later transferred to the BOCs, as was the ability to offer new 
CPE (see p. 24). 

201 Other subsidiaries are defined to mean Cincinnati Bell, Inc., and the 
~outh=n New England Telephone Co. 

21/ This does not preclude the sale of multifunctional facilities by a 
BOC ~ ~ A T & T  if the BOC no longer wishes to use such a facility. 
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-- requiring the BOCs to establish through a central organiza- 
tion a single contact point to meet national security and 
emergency preparedness requirements. 

-- granting to the BOCs the right to consolidate into any num- 
ber of entities as desired as the result of reorganization. 

B. Bell Operating Company Equal Access and Procurement Requirements 

In addition to the settlement's reorganization requirements which proposed 

to eliminate the economic and structural ties between the BOC's local exchange 

network and the remaining ATdT network, the BOCs were also subject to injunctive 

provisions contsining addirional requirements to further complement these goals. 

These injunctive requirements contained additional behavioral responsibilities 

for the BOCs to assure equal access and procurement policies to all interexchange 

carriers and equipment suppliers. According to the Justice Department, these 

additional requirements were designed to ensure that the BOCs would not abuse 

their monopoly power over the local exchange network to the detriment of AT&T1s 

competitors in the intercity services, information services, and the CPE and 

telecommunications equipment markets. Hore specifically, as detailed in the 

initially-negotiated settlement, these provisions: 

-- limit the BOCs to providing only exchange access and exchange 
telscommunications services encompassing only naturai nonop- 
oly services regulated by tariff. The BOCs or their affili- 
ates may not supply interexchange or information services nor 
manufacture or provide telecommunications products or CPE. 
These restrictions are placed on the BOCs to assure that an- 
ticompetitive incentives similar to those which existed in 
the pre-divested AThT system do not re-emerge. - 2 2 1  

-- prohibit BOC discrimination with respect to product and serv- 
ice procurement and the dissemination of technical informa- 
tion, procurement, and interconnection- standards. 

-- require each BOC to provide to all interexchange carriers and 
information service providers exchange access, information 

221  Some of these restrictions were later modified as a condition of judi- 
cial approval of the negotiated settlement (see p. 24). 
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a c c e s s ,  and exchange s e r v i c e  t h a t  i s  equa l  i n  t ype ,  q u a l i t y ,  
and p r i c e  t o  t h a t  provided t o  t h e  ATdT system. Requirements  
f o r  t h e  p r o v i s i o n  of  equa l  exchange acces s  c a l l  f o r  a  phased- 
i n  t i m e t a b l e .  Each BOC must begin  t o  o f f e r  equa l  exchange 
acces s  by Sept .  1 ,  1984. By Sept .  1 ,  1985, equa l  exchange 
acces s  must be o f f e r e d  by a t  l e a s t  one - th i rd  of  t h e  BOC's 
exchange acces s  l i n e s  and by a l l  of i t s  l i n e s  by Sept .  1,  
1986. - 2 3 1  

-- r e q u i r e  each BOC t o  f i l e  nond i sc r imina to ry  t a r i f f s  f o r  t h e  
p rov i s ion  of exchange acces s  t o  a l l  i n t e r exchange  c a r r i e r s .  
Such t a r i f f s ,  c a l l e d  exchange acces s  c h a r g e s ,  w i l l  be  f i l e d  
f o r  each type  of  s e r v i c e  and s h a l l  be c o s t  j u s t i f i e d ;  each  
t a r i f f  w i l l  be f i l e d  on an unbundled b a s i s  and no t a r i f f  
s h a l l  r e q u i r e  any in t e rexchange  c a r r i e r  t o  pay f o r  a  s e r v i c e  
;*  - - 2oes ~ c t  . ~ z i L l = z .  3 i 3  ZCCESS ~ S a r ~ e  aystrm dill r e p l a c e  
:ne c u r r e n t  d i v i s i o n  o f  revenues p roces s ,  t h e  mechanism cur -  
r e n t l y  used t o  d i v i d e  i n t e r s t a t e  revenues between AThT and 
t h e  BOCs. 24/ - 

- - p r o h i b i t  BOCs which provide  b i l l i n g  s e r v i c e s  f o r  i n t e r e x -  
change c a r r i e r s  from d i s c o n t i n u i n g  exchange s e r v i c e  t o  a  
customer f o r  i n t e r exchange  non-payment u n l e s s  t h e  BOC o f f e r s  
t o  provide  b i l l i n g  s e r v i c e  f o r  a l l  i n t e r exchange  c a r r i e r s .  
I f  any in t e rexchange  b i l l i n g  s e r v i c e  i s  provided by a  BOC, 
any c o s t s  must be inc luded  i n  i t s  t a r i f f e d  acces s  c h a r g e  
b i l l e d  t o  t h a t  i n t e r exchange  c a r r i e r .  

-- r e q u i r e  i n t e rexchange  c o s t s  i n c u r r e d  by m u l t i f u n c t i o n a l  
equipment (equipment used i n  t h e  p r o v i s i o n  of bo th  exchange 
and in t e rexchange  s e r v i c e )  b e  excluded from t h e  d e t e r m i n a t i o n  
of exchange c o s t s  i n  e s t a b l i s h i n g  exchange cha rges .  

-- s t i p u l a t e  t h a t  BOCs must provide  in t e rexchange  c a r r i e r  ac-  
c e s s  t o  a l l  s u b s c r i b e r s  through a  uniform number of d i a l e d  
d i g i r s  once t h e  n a t i o n a l  a r e a  code i s  r e v i s e d .  

2 3 1  An excep t ion  t o  t h i s  t i m e t a b l e  is  g ran ted  t o  BOCs who use  t h e  l e s s  
f l e x i b l e  e l ec t romechan ica l  s w i t c h e s ,  o r  a r e  smal l  exchanges w i t h  fewer t h a n  
10,000 access  l i n e s .  This  excep t ion  is  only  g r a n t e d ,  however, i f  t h e  BOC c a n  
prove t h a t  t h e  p r o v i s i o n  of such s e r v i c e s  would on ly  b e  f e a s i b l e  a t  c o s t s  s o  h i g h  
a s  t o  outweigh p o t e n t i a l  b e n e f i t s  t o  u s e r s .  Any such e x c e p t i o n  w i l l  on ly  be 
g ran ted  f o r  t h e  minimum d ive rgence  of a c c e s s  and f o r  t h e  minimum t ime n e c e s s a r y  
t o  achieve  f e a s i b i l i t y .  

241  The FCC i n  December 1982 adopted a n  a c c e s s  cha rge  p o l i c y  which n o t  o n l y  
l e v i e s a  f e e  on in t e rexchange  c a r r i e r s  a s  d i r e c t e d  i n  t h e  a n t i t s r u s t  s e t t l e m e n t ,  
b u t  a l s o  p l aces  an end-user acces s  charge  on b u s i n e s s  and r e s i d e n t i a l  subsc r ib -  
e r s .  The impos i t i on  of end-user acces s  c h a r g e s ,  p a r t i c u l a r l y  on r e s i d e n t i a l  
cus tomers ,  has  caused s i g n i f i c a n t  con t rove r sy .  A f t e r  a  number of r econs ide ra -  
t i o n s  and postponements,  t h e  scheduled  e f f e c t i v e  d a t e  f o r  t h e  implementa t ion  of 
in te rexchange  c a r r i e r  and m u l t i - l i n e  b u s i n e s s  end-user acces s  c h a r g e s ( c o n t i n u e d )  



Within six months after the divestiture, each BOC is required to submit to 

the Justice Department a detailed plan of procedures for complying with these re- 

quirements. AT&T, Western Electric, and Be11 Labs are also required to provide 

the BOCs with research, development, manufacturing, or other support services on 

a priority basis until Sept. 1, 1987, to enable the BOCs to fulfill these injunc- 

tive requirements. 

C. Other Provisions 

m- &ne remaicing 2rovisions in the ~ettlement concern compiiance and enforce- 

ment. Included among these were provisions which: 

-- require AThT, the BOCs, and affiliated entities to inform 

relevant personnel of the terms of the settlement, their 
required compliance, and the penalties for noncompliance. 

-- grant the Justice Department visiting rights and access to 

necessary records of BOCs to assure compliance with the set- 
tlement. 

-- stipulate that the U.S. District Court retains jurisdiction 
over, enforcement of compliance, and punishment of violation, 
of the settlement. 

Parties in the settlement agreed to follow procedures set forth in the 1974 

Tunney Act (P.L. 93-528) which requires the 2ublishing of a sompeti5:ve iapacz 

statement, a public comment period, and a judicial determination that the settle- 

ment is in the public interest. In accordance with these procedures, the Justice 

Department published its competitive impact statement on February 17, 1982. 25/ - 
The public comment period, which was extended to include both written and. oral 

(continued) is June 13, 1984; payment of residential and single-line business 
end-user charges is scheduled to be implemented by June 1985. For further infor- 
mation on this issue, see U.S. Library of Congress. Congressional Research Ser- 
vice. Telephone Industry: Restructuring and Federal Activity. Issue Brief No. 
IB81150, by Angele A. Gilroy. (Continually updated.) Washington, 1984. 

25/ Federal Register. February 17, 1982, v. 47, no. 32. p. 7169-7184. - 



presentations, terminated at the end of June 1982. After evaluation of the in- 

formation provided during the public comment period, Judge Greene announced that 

he would refcse to approve the settlement unless a number of modifications were 

incorporated. A detailed analysis of Judge Greene's suggested modifications 

follows in section IV. 





I V .  MODIFICATIONS INCORPORATED INTO THE PROPOSED JANUARY 8 ,  1982, SETTLEMENT 

Although both  p a r t i e s  were s a t i s f i e d  t o  drop  the  a n t i t r u s t  a c t i o n  based on 

compliance wi th  t h e  terms they  nego t i a t ed  i n  t h e i r  January 8 ,  1982, s e t t l e m e n t  , i n  

accordance wi th  Tunney Act procedures ,  t e rmina t ion  of t h e  a n t i t r u s t  s u i t  w a s  de- 

pendent =n rhe hold ing  3f p b i i c  hea r ings  and a pub l i c  i n t e r e s t  z v a l u a t i o n  of t h e  

s e t t l e m e n t s ' s  terms by U.S. D i s t r i c t  Court Judge Harold Greene. While Judge 

Greene t e c h n i c a l l y  d i d  no t  have the  power t o  modify t h e  terms of t h e  s e t t l e m e n t ,  

bu t  was r equ i r ed  e i t h e r  t o  accept  o r  r e j e c t  i t  based on i t s  p r o v i s i o n s ,  h i s  power 

of r e j e c t i o n  provided an i n c e n t i v e  f o r  t h e  p a r t i e s  t o  comply wi th  h i s  sugges ted  

mod i f i ca t ions .  Af t e r  an  examination of t h e  test imony p re sen ted  d u r i n g  l e n g t h y  

o r a l  and w r i t t e n  comment pe r iods ,  Judge Greene s t a t e d  i n  an  August 11, 1982, 

opin ion  t h a t  he would only  approve t h e  s e t t l e m e n t  i f  t h e  p a r t i e s  were w i l l i n g  t o  

modify i t s  con ten t s  t o  i nco rpora t e  s e l e c t e d  concerns.  26/ Although Judge Greene - 
approved of t he  proposed s e t t l e m e n t ' s  b a s i c  framework -- t h a t  i s ,  t h e  d i v e s t i t u r e  

of t he  l o c a l  o p e r a t i n g  companies and the  e n t r a n c e  of ATdT i n t o  unregula ted  m a r -  

k e t s  -- he r equ i r ed  the  inco rpora t ion  of 10 mod i f i ca t ions  b e f o r e  he would approve 

thg  s e t t l e m e n t .  These mod i f i ca t ions ,  which Judge Greene f e l t  would r e s o l v e  pub- 

l i c  i n t e r e s t  d e f i c i e n c i e s  contained i n  t h e  i n i t i a l  s e t t l e m e n t ,  l a r g e l y  enabled  

the  d ives t ed  l o c a l  ope ra t ing  companies t o  provide CPE, produce "Yellow Pages," 

and p e t i t i o n  the  c o u r t  t o  provide long d i s t a n c e  s e r v i c e  and manufacture equipment 

i f  they  can prove t h a t  i t  w i l l  no t  ippede competi t ion.  The mod i f i ca t ions  a l s o  

261  See United S t a t e s  v.  American Telephone and Telegraph  Co., 552 F - 
Supp. 131 (D.D.C. 1982),  Affirmed, 103 S. C t .  1240 (1983).  



prohibited AT&T from engaging in "electronic publishing" over its own transmis- 

sion facilities for a minimum of seven years; required a relatively equal distri- 

bution of debt between AT&T and the divested companies; required or clarified 

specific behavioral requirements for the divested local operating companies; and 

granted the court jurisdiction over the implementation and enforcement of the 

settlement. More specifically, these modifications: 

-- Permitted the divested local operating companies to provide, 
but not to manufacture, customer premises equipment. 

-- Zrantad ;he .iiveuted local operaring companies the r l gnc  co 
produce, publish, and distribute "Yellow Pages" directories 
and transfered to the operating companies all necessary fa- 
cilities, information, and personnel to provide this serv- 
ice. 

-- Expressed a willingness to remove present restrictions on the 
divested local operating companies regarding the provision of 
interexchange service and equipment manufacturing if the op- 
erating company can prove to the court that "there is no sub- 
stantial possibility" that its local monopoly power could be 
used to impede competition in the market it wishes to enter. 

-- Prohibited AT&T from offering "electronic publishing" serv- 
ices over its own transmission facilities for a minimum of 
seven years. 271 AT&T, however, is permitted to provide 
electronic dirztory information as well as time and weather 
in areas in which, as of January 8, 1982, it was already en- 
gaged in the provision of such services. 281 - 

-- Required any local operating company which is providing bill- 
ing services for AT&T1s interexchange (long distance) serv- 
ices to notify customers on their interexchange bill that 

271 As defined in Part VIII of Judge Greene's August 11, 1982 opinion, 
"electronic publishing" means "the provision of any information which AT&T or its 
affiliates has, or has caused to be, originated, authored, compiled, collected, 
or edited, or in which it has a direct or indirect financial or proprietary in- 
terest, and which is disseminated to an unaffiliated person through some elec- 
tronic means." 

281 In a December 1983 opinion, Judge Greene made clear that while the 
terms;£ the settlement prohibit the local operating companies from offering in- 
formation services, it does not prohibit them from also offering time and weather 
announcements. 



such a service is not connected to their exchange (local) 
service and may be provided by other companies. 

-- Required any divested local operating company to charge tar- 
iffs for exchange access which reflect the quality of the 
service provided. That is, if access that is less than equal 
in type and quality to that given to AT&T is provided to 
other interexchange carriers, the price charged for such ac- 
cess should be proportionately discounted. 

-- Transferred from AT&T to the divested local operating company 
any joint facilities or other assets which were predominantly 
used by that operating company. (The court, upon petition, 
may grant an exception to this requirement.) 

-- Leaulrea  sac 3~ ~ . l e  cime or x~ivestlture, rhe iocai companies 
have debt ratios 2 i  s~pr3ximately 15 percent - 291  and that the 
quaiiry o r  cne cieot se representative of AT&T's de~t. (The 
court, upon petition, may grant exception to this require- 
ment. ) 

-- Granted the court the power to issue orders for the implemen- 
tation, enforcement of compliance, and punishment of viola- 
tions of the decree. 

-- Prohibited the implementation of the reorganization plan for 
divestiture until court approval is granted. 

Despite Judge Greene's rejection of the Justice Department's request to 

limit the divested local operating companies solely to the provision of "residen- 

tial and single-line business customer premises equipment," 30/ both parties - 
agreed to the court's modifications. Once these modifications were incorporated 

into a newly filed settlement, Judge Greene's approval quickly followed, and on 

291 Pacific Telephone and Telegraph Co., one of the 22 local operating com- 
paniesfacing divestiture, was given a debt ratio requirement of 50 percent, due 
to its less favorable economic condition. It should be noted, however, the Paci- 
fic Telephone Company's holding company was divested with a debtlequity ratio of 
46.5. 

301 For a copy of the Justice Department's memorandum in response to Judge 
~ r e e n F s  opinion of August 11, 1982, see: Daily Report for Executives (BNA) , 
No. 161, August 19, 1982. p. B1. 



August 24, 1982, Judge Greene filed a Modification of Final Judgement, - 31/ and 

dismissed the antitrust suit. Following Judge Greene's approval, as required by 

the settlement, AT&T had six months (until February 24, 1983) in which to file a 

plan detailing the implementation of the settlement's terns, and, then, a year 

(until February 24, 1984) in which to carry it out. 

311 This settlement became commonly known as the "modified final judge- 
mentl'or MFJ, since it technically is a modification of the previously discussed 
1956 consent decree (see p. 15). 

See United States v. American Telephone and Telegraph Co. , 552 F. Supp. 13'1 
(D.D.C. 1982), affirmed, 103 S. Ct. 1240 (1983). 



THE AMERICAN TELEPHONE AND TELEGRAPH COMPANY REORGANIZATION PLAN 

On December 16, 1982, AT&T filed its divestiture plan with the court. This 

plan required both Justice Department and judicial approval to ensure that the 

implementation of the settlement's terms conformed to the provisions and princi- 

-e. ?les outlined in the dec,, 

A. Provisions Contained in the Reorganization Plan 

In general terms, the plan called for the 22 divested operating companies to 

be grouped into 7 regional holding companies. A three-level structure was pro- 

posed wherein existing service areas would remain intact keeping their current 

names, holding companies would oversee the regional groups, and a Central Ser- 

vices Organization -- owned jointly by the seven regional holding companies -- 
would provide technical assistance and serve as a central coordination point for 

national defense and national disaster organization. 

Approximateiy 77 ?er=ent, or $115.5 biilion of cne Beli System's  a t a i  as- 

sets of $149.5 billion were assigned to the divested operating companies, as were 

60 to 70 percent of its almost one million employees; consolidated pension plans 

were reapportioned among the regional holding companies and the remaining ATdT. 

Holders of pre-divestiture AT&T stock as of December 30, 1983, retain their pres- 

ent shares, which have been adjusted in value to reflect the divestiture, and 

have received one share in each regional company for every 10 ATdT shares they 

owned. Holders of fewer than 10 shares of stock continue to own the correspond- 

ing shares of post-divestiture AT&T stock, but have received a cash settlement 



f o r  t h e i r  f r a c t i o n a l  i n t e r e s t s  i n  t h e  r e g i o n a l  h o l d i n g  companies.  32/  ( s e e  p. 5 - 
f o r  a  more d e t a i l e d  e x p l a n a t i o n  of t h e  terms of t h e  approved r e o r g a n i z a t i o n  

p l a n .  

To f a c i l i t a t e  t h e  d e l i n e a t i o n  o f  t h e  p o s t - d i v e s t i t u r e  s e r v i c e  a r e a s  between 

t h e  B O C s  and AT&T, t h e  B e l l  System t e r r i t o r y  h a s  been d i v i d e d  i n t o  161 g e o g r a p h i c  

a r e a s  c a l l e d  "Local  Access and T r a n s p o r t  Areas" o r  LATAs. These LATAs d e s i g n a t e  

t h e  b o u n d a r i e s  w i t h i n  which t h e  BOCs  p rov ide  te lecommunicat ions  s e r v i c e .  331 - 
The BOCs a r e  p e r m i t t e d  t o  p r o v i d e  two b a s i c  t y p e s  o f  t e lecommunica t ions  s e r v i c e :  

. . 
* ,  2xchdnge c e i $ c = m m u n l c a ~ ; ~ n s  s e r v i c e  (both l o c a i  and t o i  ij , a n d ,  2 :  2xcnange 

a c c e s s  s e r v i c e ,  w i t h i n  i t s  d e s i g n a t e d  LATA o r  LATAs. 341 S i n c e  t h e  terms o f  t h e  - 
s e t t l e m e n t  p r e c l u d e  t h e  BOCs from o f f e r i n g  s e r v i c e  between LATAs, AT&T p r o v i d e s  

s e r v i c e  i n  t h e  B e l l  System t e r r i t o r y  l o c a t e d  between LATAs. 351 - 

321 For  a  more d e t a i l e d  a n a l y s i s  o f  t h e  d i s t r i b u t i o n ,  l i s t i n g  and t r a d i n g ,  
and d i v i d e n d  r e t u r n  o f  p o s t - d i v e s t i t u r e  AT&T and r e g i o n a l  h o l d i n g  company s t o c k ,  
s e e :  U.S. L i b r a r y  of Congress.  Congress iona l  Research  S e r v i c e .  The D i v e s t i -  
t u r e  o f  The American Telephone and Te legraph  Company: The Impact o n  Sharehold-  
e r s .  Repor t  no. 83-221 E, by Angele A.  G i l r o ~ .  Washington,  1983. 29 p. 

331 I n  a n  A p r i l  2 0 ,  1983 d e c i s i o n ,  Judge Greene approved ,  w i t h  minor 'modi- 
f i c a t i o n s ,  t h e  AT&T-submitted LATA b o u n d a r i e s .  See Uni ted  S t a t e s  v .  Western 
E l e c t r i c  Co., 569 F .  Supp. 990 (D.D.C. 1 9 8 3 ) ,  a f f i r m e d ,  52 USLW 3h50 (Decem- 
b e r  1 2 ,  l 9 8 3 ) .  

341 A BOC's s e r v i c e  a r e a  may c o n s i s t  o f  a  s i n g l e ,  c o n s o l i d a t e d  LATA, o r  a  
n u m b e r o f  LATAs, depending  on LATA c o n f i g u r a t i o n .  I n  h i s  A p r i l  20,  1983 o p i n i o n ,  
Judge Greene no ted  t h a t ,  e x c e p t  where S t a t e  r e g u l a t i o n  s p e c i f i c a l l y  p r o h i b i t s ,  
t h e  l o c a l  o p e r a t i n g  companies must pe rmi t  in terexchang.e  c a r r i e r s  t o  compete w i t h  
them f o r  t o l l  c a l l s  w i t h i n  t h e i r  LATAs. 

35/ Depending on i n d i v i d u a l  S t a t e  r e g u l a t i o n s ,  AT&T may o r  may n o t  be sub- 
j e c t  = c o m p e t i t i o n  from o t h e r  i n t e r e x c h a n g e  c a r r i e r s  ( e . g . ,  MCI, GTEISprint . )  
i n  t h e  p r o v i s i o n  of i n t r a s t a t e  interLATA s e r v i c e s .  I n  a  December 1983 o p i n i o n ,  
however ,  Judge  Greene r u l e d  t h a t  l o c a l  t e l e p h o n e  c a r r i e r s  may r o u t e  i n t e r e x -  
change c a l l s  t o  AT&T f o r  any customer  who h a s  n o t  d e s i g n a t e d  an i n t e r e x c h a n g e  
c a r r i e r .  Loca l  t e l e p h o n e  c a r r i e r s  a r e  r e q u i r e d  t o  d e v e l o p  i n t e n s i v e  a d v e r t i s i n g  
campaigns t o  in form cus tomers  of AT&Tts and i t s  c o m p e t i t o r s '  s e r v i c e s  90 d a y s  
p r i o r  t o  t h e  a v a i l a b i l i t y  o f  c o m p e t i t i v e  a l t e r n a t i v e s .  

Loca l  o p e r a t i n g  companies a r e  no t  r e q u i r e d  t o  r o u t e  u n d e s i g n a t e d  c a l l s  t o  
AT&T, however,  and,  w h i l e  i t  a p p e a r s  l i k e l y  t h a t  most may t a k e  ( c o n t i n u e d )  



B .  Modi f ica t ions  Incorpora ted  i n t o  t h e  Reorganiza t ion  P l a n  

Af t e r  ga in ing  a d d i t i o n a l  i n p u t ,  through t h e  f i l i n g  of f i n a l  w r i t t e n  b r i e f s  

and a  June 2 p u b l i c  h e a r i n g ,  Judge Greene r u l e d  on J u l y  8 ,  1983, 361 t h a t  he would - - 
accep t  t h e  d i v e s t i t u r e  r e o r g a n i z a t i o n  p l an  a s  f i l e d ,  i f  t h e  p a r t i e s  would a g r e e  

t o  s i x  major mod i f i ca t i ons .  According t o  Judge Greene, one of t h e  c o u r t ' s  p r in -  

c i p a l  p u b l i c  i n t e r e s t  concerns has  been " t o  ensu re  t h a t  t h e  d i v e s t i t u r e  would n o t  

b r i n g  about  o r  c o n t r i b u t e  t o  l o c a l  t e l ephone  r a t e  i n c r e a s e s . "  With t h i s  concern  

i n  mind, he r equ i r ed  t h e  fo l lowing  major changes t o  t h e  r e o r g a n i z a t i o n  p l an  t o  

". . . a s s l s c  i n  inoaerarlng :ne ? r e s s u r e  f o r  l o c a l  r a t e  i i l c r e a s e s ,  whatever :he i r  

sou rce .  " 

-- AT&T was r e q u i r e d  t o  re imburse t h e  d i v e s t e d  o p e r a t i n g  compa- 

n i e s  f o r  any of t h e  a c t u a l  c o s t s  i n c u r r e d  by t h e  p r o v i s i o n  
of in te rexchange  e q u a l  a c c e s s  which remain o u t s t a n d i n g  a s  of 
January 1 ,  1994. - 371 

-- As of t h e  d a t e  of d i v e s t i t u r e ,  AT&T and i t s  s u b s i d i a r i e s  

and a f f i l i a t e s  were r equ i r ed  t o  g i v e  up t h e  r i g h t s  t o  t h e  
word "Bell" and t h e  Bell System trademark and logo;  a l l  such  
r i g h t s  w i l l  remain wi th  t h e  d i v e s t e d  o p e r a t i n g  companies. 38/ - 

( con t inued )  t h i s  o p t i o n ,  one of t h e  r e g i o n a l  ho ld ing  companies,  P a c i f i c  Tele- 
s i s ,  has  r e c e n t l y  announced t h a t  a s  i t s  exchanges swi tch  t o  "equa l  a c c e s s , "  it 
will no t  a u t o n a t i c a i i j  swit~n undesignated c a l l s  t o  AThT. I n s t e a d ,  it v i i ;  re- 
q u i r e  customers t o  d e s i g n a t e  an i n t e r exchange  c a r r i e r  b e f o r e  such  calls  w i l l  be  
completed. Northwestern Bell, one of t h e  l o c a l  o p e r a t i n g  companies i n  t h e  U.S. 
West r e g i o n a l  ho ld ing  company, i s  expec ted  t o  use an a l l o c a t i o n  quota  method t o  
a s s i g n  undesignated in te rexchange  c a l l s .  

361 See United S t a t e s  v .  Western E l e c t r i c  Co., 569 F. Supp. 1057 (D.D.C. 
l 9 8 3 ) Y a f  f  i rmed,  52 USLW '3450 (December 12,  1983). 

371 The s e t t l e m e n t  r e q u i r e s  t h e  l o c a l  B e l l  o p e r a t i n g  companies (BOCs) t o  
p r o v i d e  t o  a l l  in te rexchange  c a r r i e r s  t h e  same q u a l i t y  of a c c e s s  a s  AT&T. New 
equipment c o s t s  t o  accomplish t h i s  a r e  expec ted  t o  t o t a l  approximate ly  $2.5 b i l -  
l i o n  and a r e  supposed t o  be recovered through o p e r a t i n g  company charged a c c e s s  
payments pa id  by t h e  in te rexchange  c a r r i e r s .  

381 Except ions t o  t h i s  i nc lude  t h e  use  of " B e l l "  i n  B e l l  L a b o r a t o r i e s  and 
~ ~ & ~ ' y £ o r e i ~ n  s u b s i d i a r i e s  and a f f i l i a t e s  a s  w e l l  a s  i t s  use  on equipment manu- 
f a c t u r e d  o r  purchased by AT&T p r i o r  t o  t h e  d i v e s t i t u r e .  



The d i v e s t e d  o p e r a t i n g  companies a r e  g i v e n  non-exc lus ive  and 
p e r s o n a l  r o y a l t y  f r e e  r i g h t s  t o  a l l  e x i s t i n g  p a t e n t s  owned 
o r  c o n t r o l l e d  by AT&T, and any p a t e n t s  i s s u e d  up t o  5 y e a r s  
a f t e r  t h e  d i v e s t i t u r e .  Tne r i g h t  t o  s u b l i c e n s e  t h e s e  p a t -  
e n t s  t o  o t h e r  m a n u f a c t u r e r s  i s  g r a n t e d  s o l e l y  when used t o  
~ r o v i d e  o p e r a t i n g  companies w i t h  goods and s e r v i c e s  t h e y  
p l a n  t o  s e l l .  (The d i v e s t i t u r e  p l a n  p e r m i t s  o p e r a t i n g  com- 
p a n i e s  t o  s e l l  and l e a s e  new te lecommunica t ions  e q u i p n e n t . )  

The o p e r a t i n g  companies a r e  p r o h i b i t e d  from p r o v i d i n g  i n t e r -  
LATA o r d e r  w r i t i n g  o r  r e l a t e d  a c t i v i t i e s  s o l e l y  f o r  AT&T. 
They may p r o v i d e  t h i s  s e r v i c e  t o  AT&T, however,  i f  t h e y  o f -  
f e r  t h e  same s e r v i c e  t o  a l l  o t h e r  i n t e r e x c h a n g e  c a r r i e r s  
( e . g . ,  MCI). 

- * nnen ~ x a s i i u l n ~  ~ l ? e  oreuomlnance o r  operating com~anv/AT&T 
use  f o r  :2e 2urTose 3 f  a s s e t  d L v i s i o n  " t h e  caDacit.7 ~f a  
facility o r  a s s e c  devo ted  t o  o p e r a t i n g  company ~ r ' f i c i a l  
s e r v i c e  f u n c t i o n s  i s  t o  be i n c l u d e d  a s  p a r t  o f  t h e  o p e r a t -  
i n g  company ' s  use .  " 

While AT&T and t h e  o p e r a t i n g  companies a r e  n o t  r e l i e v e d  from 
" b a r g a i n i n g  i n  good f a i t h  w i t h  any l a b o r  un ion , "  t h e y  may 
n o t  d e v i a t e  from t h e  d i v e s t i t u r e  p l a n ' s  t r e a t m e n t  o f  t h e  
B e l l  System p e n s i o n  fund w i t h  r e g a r d  t o  i t s  d i v i s i o n  i n t o  9 
p a r t s ,  it a c t u a r i a l m e t h o d o l o g y  o r  i t s  e l i m i n a t i o n  a f t e r  o n e  
y e a r  o f  u n l i m i t e d  p o r t a b i l i t y  o f  s e r v i c e  c r e d i t  be tween 
p l a n s .  391 

A f t e r  c l a r i f i c a t i o n  o f  t h e  c i r c u m s t a n c e s  s u r r o u n d i n g  AT&Tfs o b l i g a t i o n  t o  

cover  o p e r a t i n g  company e q u a l  a c c e s s  c o s t s  40/ ( s e e  f i r s t  m o d i f i c a t i o n  above)  - 

39/ V a r i o u s  measures  have been i n t r o d u c e d  i n  t h e  9 8 t h  Congress  t o  modify  
t h e  r e o r g a n i z a t i o n  p l a n  by e x t e n d i n g  i n d e f i n i t e l y  t h e  p o r t a b i l i t y  o f  p e n s i o n  and 
o t h e r  acc rued  b e n e f i t s  f o r  p r e d i v e s t i t u r e  B e l l  S y s t e m  employees who t r a n s f e r  
among t h e  v a r i o u s  p o s t - d i v e s t i t u r e  f i r m s .  

See  U.S. L i b r a r y  of  Congress .  C o n g r e s s i o n a l  R e s e a r c h  s e r v i c e .  Telephone 
I n d u s t r y :  R e s t r u c t u r i n g  and F e d e r a l  A c t i v i t y .  I s s u e ,  B r i e f  no. IB81150, by 
Angele A .  G i l r o y ,  ( c o n t i n u a l l y  u p d a t e d ) .  Washington,  1984.  

401 While Judge  Greene r e f u s e d  t o  e x c u s e  AT&T from t h e  o b l i g a t i o n  t o  guar -  
a n t e e F h e  re imbursement  o f  J a n u a r y  1994 o u t s t a n d i n g  BOC e q u a l  a c c e s s  and network 
r e c o n f i g u r a t i o n  c o s t s ,  h e  d i d  a g r e e  t o  i n c o r p o r a t e  i n t o  t h e  s e t t l e m e n t  t h e  f o l -  
lowing p r o v i s o  which h e  f e l t  would ' I .  . . p r o t e c t  AT&T from m a n i p u l a t i o n  by t h e  
[ B e l l ]  o p e r a t i n g  companies o r  t h e  r e g u 1 a t o r s ; " " w i t h  r e s p e c t  t o  any o p e r a t i n g  
company, AT&Tts o b l i g a t i o n  s h a l l  b e  d i s c h a r g e d  t o  t h e  e x t e n t  t h a t :  ( a )  t h e  o p e r -  
a t i n g  company f a i l s  a n n u a l l y  t o  f i l e  c a r r i e r  a c c e s s  t a r i f f s  d e s i g n e d  t o  recoup  
any then-unrecovered  e q u a l  a c c e s s  and network r e c o n f i g u r a t i o n  c o s t s  by Janu-  
a r y  1 ,  1994;  o r  ( b )  any r e g u l a t o r y  commission r e f u s e s  t o  p e r m i t  ( c o n t i n u e d )  



both AT&T and the Justice Department accepted the court's modifications and on 

August 5, 1983, Judge Greene filed an order approving the amended reorganization 

plan; - 411 whereupon, AT&T had until February 24, 1984, to implement the approved 

plan. 

(continued) such tariffs to take effect; or, (c) regulatory requirements for the 
depreciation or amortization of equa1,access and network configuration invest- 
ment cause any portion of the investment not to be recognized as a cost of rate- 
making in periods prior to January 1, 1994." 

41/ See United States v. Western Electric Co., 569 F. Supp. 1057 (D.D.C.  
1983),affirmed, 52 USLW 3450 (December 12, 1983). 





CRS- 3 3 

VI. CONCLUSION 

On February 28, 1983, the U.S. Supreme Court affirmed the issuance of the 

consent decree by the D.C. District Court, %/ and on December 12, 1983, it up- 

held the reorganization plan. - 43/ These actions removed any further legal obsta- 

cles to the im~lernentatim of =he serclement. and, oursuant to the c~urt-approved 

decree and plan, on January 1 ,  1984, ATdT divested itself of a major portion of 

its organizational structure and functions. 

The once-integrated Bell System is now reorganized into seven independent 

regional holding companies (RHCs) -- which incorporate the 22 Bell Operating Com- 
panies (BOCs) -- and the "new" AT&T. As a result of the divestiture, 77 percent 

of the assets and one-third of the Bell System's revenues were assigned to the 

operating companies, ranking the seven RHCs among the top 10 U.S. utilities 

(based on assets). 

In compliance with the settlement's terms, the divested operating companies 

retain most rights to the word "Bell" as well as the Bell System trademark and 

logo, continue to provide exchange service (both local and toll) and access in 

their designated local access and transport areas (LATAs), are able to sell and 

lease (but not manufacture) new telecommunications equipment, and, through re- 

gional companies, will print and distribute local telephone directories, publish 

421 See United States v. American Telephone & Telegraph Co., 552 F. Supp. 
131 (D.D.c. 1982), affirmed, 103 S. Ct. 1240 (1983). 

431 See United States v. Western Electric Co., 569 F. Supp. 990 and 1057 
(D.D.~ l983), affirmed, 52 USLW 3450 (~ec. 12, 1983). 



Yellow Pages directories, and offer cellular mobile radio service. At the same 

time, however, the BOCs are subject to various behavioral and injunctive require- 

ments concerning the breaking of structural and economic ties with the post- 

divestiture AT&T; the requirements are designed to ensure equal access to all in- 

terexchange carriers and equal equipment procurement. While largely restricted 

to the offering of regulated telephone service, upon petition and approval of the 

D.C. District Court, the operating companies may enter businesses other than reg- 

ulated telephone service providing they can prove that their monopoly position in 

che provision 31 iocai ~ehpnone service wouid nor impede com~etirion in chat 

proposed business. - 44/ 

Although divested of a significant portion of its former organizational 

structure and functions, the "new" AT&T still ranks fourth (based on assets) 

among U.S. corporations. The post-divestiture AT6T continues to keep its long 

lines interstate network, its manufacturing, and research and development facil- 

ities, its unregulated subsidiary, and its international facilities. The "new" 

AT&T also controls both the intrastate interexchange network and the installed 

customer premises equipment (CPE) previously provided by the divested local op- 

erating companies. 

Terms of the settlement also modified a 1956 consent decree (see p. 15) 

which had largely restricted ATdT to the provision of regulated communications 

services. This modification freed the post-divestiture AT&T from the restric- 

tions, enabling it to enter (with the exception of its "electronic publishing" 

limitation [see p. 2 4 1 )  into unregulated fields such as the data transmission and 

44/ A number of the RHCs have already filed petitions with the court re- 
questing line of business waivers to enable them to enter into a number of mar- 
kets. The significant number of such filings appears to be an early indicator 
of the desire of the RHCs to expand their range of business opportunities beyond 
the settlement's terms. 



computer industries. Although the "new" AT&T continues to derive over half its 

revenues from regulated telecommunications services (i.e., regulated long dis- 
- 

tance service), it is expected to expand into more unregulated, highly competi- 

tive markets at an increasing pace. - 451 To more fully accomodate this shift, the 

post-divestiture AT&T has reorganized its corporate structure around a line-of- 

business format with two sectors, AT&T Communications and AT&T Technologies, re- 

sponsible for overall resource management. 

How successful the divestiture and subsequent injunctive requirements will 

be in achieving the goal of  assuring the opportunity for full competition in both 

the telecommunications transmission and equipment markets remains to be deter- 

mined. What is clear is that the implementation of the settlement has signifi- 

cantly altered the environment under which such products and services are being 

provided, and the ramifications of this action will be felt by both telecommuni- 

cations suppliers and consumers for years to come. 

451 On March 27, 1984, AT&T announced its entry into the computer field by 
introducing a computer product line of six machines ranging in price from $9,950 
to $340,000 and two networking products; the company's AT&T Technologies, Inc., 
sector will be responsible for their production. 





APPENDIX A 

Chronology of Events 

11/20/74 - The U.S. Department of Justice instituted an antitrust action against 
the American Telephone and Telegraph Company, Inc. (AT&T), the West- 
e n  Electric Com~any , Inc . , and Bell Laboratories, Inc . . alleqinq 
:hat :he -,smpahies ':ad .~i~iated Zecrion ",Z :he 'i'ner?;lan .icr ly con- 
spiring t o  nonopolize three zajor sarkecs i n  :he domestic reiecommu- 
nicat lons induscry . 

01/08/82 -- The U.S. Department of Justice and AT&T reached a negotiated settle- 
ment of their pending antitrust suit. %jar terms required the df- 
vestiture of the exchange access and service functions of the 22 
Bell Operating Companies (BOCs) in return for the vacating of a 1956 
consent decree which had prevented ATbT from entering into unregu- 
lated markets. 

01/25/82 - Senate Commerce, Science and Transportation Committee, Subcommittee 
on Telecommunications, and the Senate Judiciary Codttee held h e a r  
ings on the ramifications of the AT&T/Justice Department settlement. 

01/28/82 -- House Committee on Energy and Commerce, Subcommittee on Telecommuni- 
cations, Consumer Protection and Finance, and Committee on the Judi- 
ciary, Subcommittee on Monopolies and Commercial Law, completed two 
days of joint hearings on the ramifications of the AT&T/Justice De- 
parrnent setrlaenr . 

02/10/82 -- The Justice Department filed its competitive impact statement re- 
garding the AT&T settlement with the United States District Court. 

02/17/82 - The Justice Department's competitive impact statement appeared in 
the Federal Register, commencing a 60-day public comment period. 

02/19/82 -- AT&T released its "planning model" for divestiture which grouped the 
local operating companies into seven independent, regional holding 
companies. 

03/25/82 -- House Committee on Energy and Commerce, Subcommittee on Telecommuni- 
cations, Consumer Protection and Finance passed, after further revi- 
sion, H.R. 5158, a measure which altered the proposed antitrust set- 
tlement by attempting to strengthen the local operating companies. 

05/19/82 - AT&T announced the appointment of the chief executive officers of the 
seven tentative regional holding companies. 



07/20/82 -- House Committee on Energy and Commerce terminated the markup of H.R. 
5158 before completion. 

08/11/82 -- Judge Harold Greene announced that he would approve the terms of the 
AT&T/Justice Department proposed antitrust settlement only if the 
two parties agreed to his list of proposed modifications. 

08/19/82 -- Although opposed to certain aspects of Judge Greene's modifications, 
AT&T and the Justice Department announced that they wouldmodify the 
proposed settlement to incorporate Judge Greene's changes. 

08/24/82 -- Judge Greene approved the newly-filed settlement which incorporated 
his 10 modifications and dismissed the antitrust case. AT&T is re- 
quired to file its reorganization plan by February 24, 1983, and im- 
plement the plan within a year (February 24, 1984). 

- .  
l0/25/82 -- Various 2roups ;;led appeais cnallenglng t n e  AT&T,';ust:ce Jeparraent 

anr1Cr7.xst sef t lement . 

11/04/82 -- AT&T filed in U.S. District Court its plan of proposed geographic 
boundaries to define future exchange areas (local access and trans- 
port areas [LATAs]) designating the service areas of the divested 22 
local operating companies. 

12/16/82 -- AT&T filed its reorganization plan with the court, A 110-day public 
comment period followed. 

01/13/83 -- The Federal Communications Commission (FCC) petitioned ATGT to sub- 
mit details of its reorganization plan. A reply was requested by 
March 1. 

02/28/83 -- The Supreme Court affirmed the D.C. District Court's acceptance of 
the consent decree. 

04/20/83 -- Judge Greene approved, with minor modifications, the 161 proposed lo- 
-a1 access and rransoort areas conralnea in che ?reposed AThT reor- 
ganization plan. 

05/10/83 -- Judge Greene requested written briefs and scheduled a public hearing 
for June 2, to consider unresolved issues regarding ATdTs proposed 
reorganization plan. 

07/08/83 -- Judge Greene issued his ruling on the AT&T reorganization plan, seek- . 

ing six major modifications before granting approval. 

07/15/83 -- AT&T filed a partial response to Judge Greene's modifications to the 
reorganization plan, requesting the removal or modification of the 
provision guaranteeing AT&Tts coverage of operating company interex- 
change access costs remaining after Jan. 1, 1994. 

08/03/83 -- AT&T and the Justice Department announced that they would accept 
Judge Greene's suggested modifications to the reorganization plan 
after the incorporation of an interexchange cost proviso. 



08/05/83 -- Judge Greene issued an order putting into effect the amended reorgan- 
izat ion plan. 

10 /19 /83  -- AT&T announced the incorporation of a $5.2 billion (later revised to 
$5.5 billion) one-time, end-of-year charge against 1983 earnings 
caused by a write-down of AThT's post-divestiture assets and other 
accounting changes. 

11/16/83 -- AT&T filed financial data with the Securities and Exchange Commission 
to enable it to start the trading of the stocks of the "new" AThT and 
of the seven regional holding companies. 

11 /21 /83  -- The stocks of the "new" AT&T and the seven regional holding companies 
began trading on a "when issued" basis. 

12/01/83 -- The FCC approvea :he cransfer of various assets and radio iicenses 
among AT&T and the 3ell Operacing Companies as required 3y the reor- 
ganization plan. 

12 /12 /83  -- The Supreme Court upheld the AT&T reorganization plan, removing any 
further legal obstacles to the settlement. 

01 /01 /84  - Pursuant to the terms of the settlement and the reorganization plan, 
AT&T divested itself of its 22 wholly-owned local operating compa- 
nies. 

02/15/84 -- The final day of trading of the pre-divestiture AT&T stock and the 
termination of "when issued" trading of the stocks of the "new" ATdT 
and the seven regional holding companies. 





APPENDIX B 

The Predivestiture Bell System Organization Structure 
(Major Subsidiaries, end of year 1983) 

Mobile Phone International Electric Laboratories 
Service, Inc. Inc . Co., Inc. Inc . 

AT&T 22 Wholly-owned 
Long Lines Local Operating 
Division Companies a/ 

a/ AT&T also has a minority ownership in two other operating companies, the 
southern New England Telephone Company and Cincinnati Bell, Inc. (see p.  3 ) .  

b/ To comply with modifications incorporated into the reorganization plan 
regarzing the use of the word "Bell" (see p. 29), effective August 23, 1983, 
AT&T changed the name of its unregulated subsidiary from American Bell, Inc., 
to AThT Information Systems, Inc. 

- 

& 

AT&T 
Information 
Systems, Inc. 11 





APPENDIX C 

The Twenty-two Wholly-owned B e l l  Operat ing Companies (BOCs) 
( P r i o r  t o  January 1,  1984) 

Be l l  Telephone Company o f  Nevada 
I l l i n o i s  Be l l  Telephone Company 
Indiana Bel l  T e l e ~ h o n e  Com~anv, I n c o r ~ o r a t e d .  
Z ich igan  Be l l  Teiephone Company 
New England Telephone and Telegraph Company 
New Je r sey  B e l l  Telephone Company 
New York Telephone Company 
Northwestern B e l l  Telephone Company 
P a c i f i c  Northwest B e l l  Telephone Company 
South Cen t r a l  Be l l  Telephone Company 
Southern Be l l  Telephone and Telegraph Company 
Southwestern B e l l  Telephone Company 
The B e l l  Telephone Company of Pennsylvania  
The Chesapeake and Po tomac Telephone Company 
The Chesapeake and Potomac Telephone Company of Maryland 
The Chesapeake and Potomac Telephone Company of V i r g i n i a  
The Chesapeake and Potomac Telephone Company of West V i r g i n i a  
The Diamond S t a t e  Telephone Company 
The Mountain S t a t e s  Telephone and Telegraph Company 
The Ohio B e l l  Telephone Company 
The P a c i f i c  Telephone and Telegraph Company 
Wisconsin Telephone Company 





APPENDIX D 

Se l ec t ed  S t a t i s t i c s  on t h e  P r e d i v e s t i t u r e  B e l l  System 
(end of year  1983) 

- - P o -  - ---- 
Revenue ( $  b i l l i o n )  $69.4 

Access Lines  / 87,000,000 

Asse ts  ( $  b i l l i o n )  

Employees (end of t h i r d  
q u a r t e r  1983) 

$149.5 

a/  Inc ludes  a one-time $5.5 b i l l i o n  charge a g a i n s t  1983 n e t  income ( s e e  
p. 417- 

b /  As es t imated  by E . F .  Hutton & Co., Inc . ,  New York. - 
Source: 1983 Annual Report ,  American Telephone and Telegraph Company, 





APPENDIX E 

The Post-Divestiture Operating Company Organizational Structure a/ 
(as of January 1, 1 9 8 4 )  

I Seven I 
' Segional Holding I 
I 

Companies I 

Communications Local Operating Cellular Services 
Research, Inc.* Companies Subsidiaries 

* This unit was temporarily referred to as the Central Services Organiza- 
tion until February 16, 1984 (see p.  6 ) .  

a/ The above organizational chart only depicts the major components of the 
post-~ivestiture operating company organizational structure. For example, the 
various subsidiaries formed by the individual regional holding companies and fu- 
ture operating company Computer I1 structural separation requirements (see p. 5) 
are not included. 





APPENDIX F 

The Geographic Location and Operating Company Composition of 
the Seven Regional Holding Companies 

* Effect ive  January 1 ,  1984, Wisconsin Telephone Company changed i ts  name 
t o  Wisconsin B e l l ,  Inc. 

Source: Information Statement and Prospectus issued November 8 ,  1983, by 
the American Telephone and Telegraph Company. p. 14. 
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APPENDIX G 

Se l ec t ed  S t a t i s t i c s  on t h e  Seven Regional Holding Companies 
( e s t ima ted  f o r  end of year  1984) 

Holding Revenue Net Income Assets* Access Lines  Employees 
I Gompanp ( 2  l i o n  3 a l i i i o n j  ( j  o l i l i o n j  ( r n l i i l o n s )  (as  o r  L !  d k i  

Bel l  8.32 952.2 16.26 14.6 80,000 
A t l a n t i c  

Bel lSouth 9.80 1,200.0 20.81 14.1 99,100 

NYNEX 9.83 937.6 17.39 13.1 98,200 

P a c i f i c  8.10 827.7 16.19 11.3 82,000 
T e l e s i s  

Southwestern 7.76 869.6 15.51 10.5 74,700 
B e l l  

U.S. West 7.44 877.8 15.05 10.9 75,000 

* Pro forma b a s i s  a s  of June 30, 1983. 

Source : Information Statement and Prospec tus  i s sued  November 8,  1983, by 
American Telephone and Telegraph Company. 





APPENDIX H 

The Post-Divestiture AT&T Organizational Structure 
(major subsidiaries as of January 1, 1984) 

Communications I AT&T Technologies, 
Inc . 

I AT&T I / ATLT I 

J I I I 

International Information I Inc. Systems, Inc. 

r - - -  1 T T - - - - l  Western 
- T  

AT&T AT&T1s Intra- I Electric 1 
I Long Lines 1 state, Inter- Co., Inc. a/ 
Division b/ LATA subsidiaries 1 

a/ As of January 1, 1984, Western Electric Co. ,  Inc., ceased to exist as a 
separate division and its employees and functions were redistributed among the 
various divisions of AT&T Technologies'(see p. 7). 

Bell Lab- 
oratories, 
Inc . 

b/  As of January 1, 1984, AT&T Long Lines ceased to exist as a separate di- 
vision, and its employees and functions were redistributed within AT&T Communi- 
cations. 

I I 
I l------ -1 , , 





APPENDIX I 

Selected Statistics on the Post-Divestiture ATdT 
(estimated for end of year 1984) 

I 

Jer income ( S  ?lilLon) I $2.11 
I 

Revenue ( $  billion) 

Assets ( $  billion) I $34.28* 

$56 54 

Employees (as of 1/1/84) I 

* Pro f o r m  basis as of June 30, 1983. 

Source: 1983 Annual Report, The American Telephone and Telegraph Company. 


