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INTRODUCTION

AN OVERVIEW OF THE
TELECOMMUNICATIONS ACT OF 1996

The “Telecommunications Act of 1996,” signed into law on Febru-
ary 8, 1996, opens up competition between local telephone companies,
long-distance providers, and cable companies; expands the reach of
advanced telecommunications services to schools, libraries, and hos-
pitals; and requires the use of the new V-chip technology to enable
families to exercise greater control over the television programming
that comes into their homes. This Act lays the foundation for the
investment and development that will ultimately create a national
information superhighway to serve both the private sector and the
public interest.

President Clinton noted that the Act will continue the efforts of
his administration in ensuring that the American public has access
to many different sources of news and information in their communi-
ties. The Act increases, from 25 to 35 percent, the cap on the national
audience that television stations owned by one person or entity can
reach. This cap will prevent a single broadcast group owner from
dominating the national media market.

Rates for cable programming services and equipment used solely
to receive such services will, in general, be deregulated in about three
years. Cable rates will be deregulated more quickly in communities
where a phone company offers programming to a comparable number
of households, providing effective competition to the cable operator.
In such circumstances, consumers will be protected from price hikes
because the cable system faces real competition.

This Act also makes it possible for the regional Bell companies to
offer long-distance service, provided that, in the judgment of the
Federal Communications Commission (FCC), they have opened up
their local networks to competitors such as long-distance companies,
cable operators, and others. In order to protect the public, the FCC
must evaluate any application for entry into the long-distance busi-
ness in light of its public interest test, which gives the FCC discretion
to consider a broad range of issues, such as the adequacy of intercon-
nection arrangements to permit vigorous competition. Furthermore,
in deciding whether to grant the application of a regional Bell com-
pany to offer long-distance service, the FCC must accord “substantial
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weight” to the views of the Attorney General. This special legal
standard ensures that the FCC and the courts will accord full weight
to the special competition expertise of the Justice Department’s
Antitrust Division--especially its expertise in making predictive judg-
ments about the effect that entry by a bell company into long-distance
may have on competition in local and long-distance markets.

Title V of the Act is entitled the “Communications Decency Act of
1996.” This section is specifically aimed at curtailing the communi-
cation of violent and indecent material. The Act requires new televi-
sions to be outfitted with the V-chip, a measure which President
Clinton said, “will empower families to choose the kind of program-
ming suitable for their children.” The V-chip provision relies on the
broadcast networks to produce a rating system and to implement the
system in a manner compatible with V-chip technology. By relying
on the television industry to establish and implement the ratings, the
Act serves the interest of the families without infringing upon the
First Amendment rights of the television programmers and producers.

President Clinton signed this Act into law in an effort to strengthen
the economy, society, families, and democracy. It promotes competition
as the key to opening new markets and new opportunities. This Act will
enable us to ride safely into the twenty-first century on the information
superhighway.

We wish to acknowledge the contribution of Loris Zeppieri, a third
year law student, who helped in gathering these materials.

Bernard D. Reams, Jr.
William H. Manz

St. John’s University
School of Law

Jamaica, New York
April 1997
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COMPETITION IN THE TELECOMMUNICATIONS
INDUSTRY

WEDNESDAY, APRIL 29, 1987

HouUsE OF REPRESENTATIVES,

SuscoMMITTEE ON MONOPOLIES AND COMMERCIAL LAw,

COMMITTEE ON THE JUDICIARY,
- Washington, DC.

The subcommittee met, pursuant to call, at 9:40 a.m., in room
2141, Rayburn House Office Building, Hon. Peter W. Rodino, Jr.
(chairman of the subcommittee), presiding.

Present: Representatives Rodino, Hughes, Glickman, Staggers,
Moorhead, Hyde, and Lungren.

Staff present: M. Elaine Mielke, general counsel; Warren S.
Grimes, counsel; Judith Bailey, counsel; Alan Coffey and Charles E.
Kern II, associate counsel; and Debra James-Morris, clerical staff.

Mr. Ropmvo. The subcommittee will come to order.

Mr. StaGGERS. Mr. Chairman?

Mr. Ropino. The gentleman from West Virginia.

Mr. Stacgers. Mr. Chairman, I ask unanimous consent that the
committee permit the meeting this morning to be covered in whole
or in part by television broadcast, radio broadcast, and/or still pho-
tography pursuant to Rule 5 of the Committee Rules.

Mr. Robpmvo. Without objection, it is so ordered.

The Subcommittee on Monopolies meets this morning to address
issues in the telecommunications industry. The issues are not new
ones. This subcommittee and this Nation have had frequent occa-
sion to visit them in the past.

Back in 1913 when telephones were more of a novelty, the Attor-
ney General of the United States obtained a commitment from
AT&T to stop buying independent phone companies and to allow
such independent companies to participate in the AT&T network.
At least since that time, antitrust restraints, along with Federal
and State regulation, have been a part of the telecommunications
industry.

This subcommittee, too, has a substantial history of involvement
with telecommunications issues. In 1958, the subcommittee held 17
days of hearings to review the 1956 settlement of the government’s
first antitrust case against AT&T. We visited these issues again in
1980 dufof the government’s second antitrust
case, and in 1982, after the settlement was announced.

Today, competitive issues have taken on a new urgency. Technol-
ogy is evolving rapidly to provide new opportunities and new risks.
And, as the result of the 1982 settlement, we have a new set of

ey
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players operating under the significantly modified ground rules.
Right now, the District Court under Judge Harold Greene is re-
viewing proposals to modify that settlement decree. Meanwhile, in
the House, we have legislative proposals such as H.R. 2030 that
would modify the decree by legislation.

Another issue we have before us is the impact of the breakup of
the Bell System on consumers’ telephone bills. While many Ameri-
cans may blame the divestiture for increases in local phone service,
there are indications that there are other reasons for these in-
creases.

Congress has a strong interest in understanding the causes and
cures of rate increases. In confronting these matters, our goal, I be-
lieve, ought to be the same as it always has been—maintaining a
modern and efficient telecommunications system that provides a
full range of services to all customers at competitive and affordable
prices.

At the heart of this issue is the local telephone service that
allows customers to connect with all of the key services. Because it
has not been economically feasible for more than one company to
provide local service, State and Federal policy has long recognized
the need to regulate this natural monopoly.

The local bottleneck, as it is often called, gives the local monopo-
list the ability to discriminate against competing companies that
need access to the local network. And this same bottleneck may
allow the local provider to generate profits that permit the cross-
subsidization of other businesses.

One solution to the bottleneck problem has been to restrict the
lines of business that the local provider is permitted to enter. Re-
straints on lines of business date at least from 1956 when the Jus-
tice Department restricted AT&T to traditional telecommunica-
tions businesses.

In the 1982 decree, those restrictions were modified and shifted
to the seven Regional Bell Operating Companies which split off
from AT&T. Recently, there has been a dramatic shift in the De-
partment of Justice’s position on these restrictions. The Depart-
ment, citing technological developments and FCC proposals for im-
proved regulatory safeguards, now urges that most of these restric-
tions be lifted. Their position is supported by the FCC and the Bell
Operating Companies themselves. But many participants in this in-
dustry, consumer groups, and a significant number of State regula-
tors do not agree.

These critics urge us to mind the long history of unsuccessful at-
tempts to regulate the local service provider. A long and unsatis-
factory history of regulatory safeguards, we must remember, was
the major reason why the AT&T trust case was filed and why the
biggest divestiture in our history was effected.

1, therefore, welcome the opportunity these hearings will afford
us to probe these vital issues in an industry fundamental to the
lives and businesses of Americans everywhere.

[A copy of H.R. 2030 follows:]
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100TH CONGRESS
=2 H, R, 2030

To permit the Bell operating companies to provide information services and to
manufacture telecommunications equipment, subject to regulation by the
Federal Communications Commission.

IN THE HOUSE OF REPRESENTATIVES

ArziL 9, 1987
Mr. Tauxe (for himself, Mr. Swirt, Mr. LoTT, Mr. SLATTERY, Mr. NIELSON of
Utah, and Mr. MaTsU1) introduced the following bill, which was referred to
the Committee on Energy and Commerce, and concurrently to the Commit-
tee on the Judiciary for a period ending not later than thirty calendar days
following the date on which the Committee on Energy and Commerce files
its report in the House

A BILL

. To permit the Bell operating companies to provide information
services and to manufacture telecommunications equipment,
subject to regulation by the Federal Communications Com-
mission.

1 Be it enacted by the Senate and House of Representa-
2 tives of the United States of America in Congress assembled,
3 SECTION 1. SHORT TITLE.

4 This Act may be cited as the ‘“Telecommunications

5 Equipment and Information Services Act of 1987".
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1 SEC. 2. FINDINGS.

2 The Congress finds that—

3 (1) the Federal Communications Commission is

4 the appropriate Federal entity for overseeing and regu-

5 lating the telecommunications industry,

6 (2) the Bell operating companies currently com-

( prise one-half of the asset base of that industry,

8 (3) continued economic growth of the domestic

9 telecommunications industry requires that the Bell op-
10 erating companies be viable businesses in both the
11 short- and long-term,
12 (4) such continued economic growth is adversely
13 affected by the restrictions that prohibit the Bell oper-
14 ating companies from meeting the demands of the com-
15 petitive marketplace,
16 (5) such continued economic growth and the inter-
17 national competitiveness of the United States telecom-
18 munications industry are important and vital to—
19 (A) the long-term research and development
20 projects and programs of the United States tele-
21 communications industry,
22 (B) the rapid development and introduction
23 into the marketplace of new and innovative tele-
24 communications equipment and services for Amer-
25 ican residential and business telecommunications
26 users,
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1 (C) the development of efficient, reliable, and
2 state-of-the-art telecommunications networks to
3 serve the needs of American telecommunications
4 consumers, and

5 (D) the maximizing of employment opportu-
6 nities for United States workers in the telecom-
1 munications industry, and

8 (6) the provision of universal telephone service at
9 reasonable rates for all Americans is closely linked to
10 the continued economic growth of the domestic tele-
11 communications industry.

12 SEC. 3. AUTHORITY TO PROVIDE INFORMATION SERVICES
13 AND TO MANUFACTURE TELECOMMUNICA-
14 TIONS EQUIPMENT.

15 Notwithstanding any other provision of law, 2 Bell oper-
16 ating company may engage in the provision of information

[w—y
-1

services or in the manufacture in the United States of tele-

[y
[¢ o}

communications equipment, or both, subject to the limitations

[y
©

and conditions contained in this Act.

(3]
o

SEC. 4. INFORMATION SERVICE RESTRICTIONS.

-
sk

(2) PuLic INTEREST FINDING.—The authority grant-

(354
&

ed to a Bell operating company under section 3 to engage in

[
w

the provision of information services shall be available only if

0o
N4

the Commission determines that—
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4
(1) there is no substantial possibility that the pro-
viding of such services by the Bell operating company
could (A) harm compepition in the information services
industry, or (B) harm customers of telephone service,
and
(2) such authority is otherwise consistent with the
public interest.
In making the determination under this subsection, the Com-

W W =2 O Ot e W NN =

mission shall consult with the Secretary of Commerce and
10 with the Attorney General.

11 (b)) NONDISCRIMINATORY INTERCONNECTION.—The
12 authority granted to a Bell operating company under section
13 3 to engage in the provision of information services shall be
14 available only if there are in effect rules prescribed by the
15 Commission which ensure that other information service pro-
18 viders have opportunities for interconnection to the telephone
17 service facilities of the Bell operating company which are
18 comparable to the interconnection provided by the Bell oper-
19 ating company to itself or to any affiliate of such company.
20 (c) INAPPLICABILITY TO ELECTRONIC PUBLISHING.—
21 The authority granted by section 3 to a Bell operating com-
22 pany to engage in the provision of information services shall

23 not apply to electronic publishing.
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5
SEC. 5. MANUFACTURING RESTRICTIONS.

[

(a) PuBLic INTEREST FINDING.—The authority grant-
ed to a Bell operating company under section 3 to engage in
manufacturing shall be available only if the Commission de-
termines that—

(1) there is no substantial possibility that the man-

ufacturing by the Bell operating company could (A)

harm competition among manufacturers in the United

W W 2 & O W W N

States, or (b) harm customers of telephone service, and

10 (2) such authority is otherwise consistent with the
11 public interest.
12 In making the determination under this subsection, the Com-

—
w

mission shall consult with the Secretary of Commerce and

14 with the Attorney General.
15 (b) NONDISCRIMINATORY PROCUREMENT.—The au-
16 thority granted to a Bell operating company under section 3

—
-3

to engage in manufacturing shall be available only if there

[
[e o}

are in effect rules prescribed by the Commission which

oy
Ne]

ensure (1) that other manufacturers have opportunities to sell

[N
(o]

equipment related to telephone service to the Bell operating

™D
—

company, and (2) such opportunities are comparable to the

N
(3]

opportunities the Bell operating company provides to itself or

[N
w

to any affiliate of such company.

o
N

SEC. 6. SAFEGUARDS AGAINST SUBSIDIES.

(34
O

(2) PROHIBITION AGAINST CROSS-SUBSIDIES.—
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6

1 (1) LonraTtion.—Telephone service shall not

2 subsidize, nor be subsidized by, lines of business au-

3 thorized by this Act. The Commission shall prescribe

4 rules to carry out this subsection.

5 (2) RULES OF CONSTRUCTION.—Paragraph (1)

6 shall not be construed to prohibit the use of cross sub-

7 sidies within a Bell operating company if such cross

8 subsidies do not involve telephone service.

9 () RuLEs FOR COST ASSIGNMENT AND ALLOCA-
10 TION.—The Commission shall establish rules for assigning
11 and allocating all costs of factors of production which are in
12 any way used in lines of business authorized by this Act. The
13 authority granted to a Bell operating company under section
14 3 to engage in manufacturing or information services shall be
15 available only if the Commission has determined that the
16 company has provided reasonable assurances that it will
17 comply with the rules prescribed under this section.

18 (c) SpecrFic REQUIREMENTS FOR RULES.—The rules
19 shall require that—

20 (1) to the extent the cost of any factor of produc-
21 tion is caused solely by one or more lines of business
22 authorized by this Act, such cost shall not be assigned
23 to, or recovered by charges for, telephone service, and
24 (2) to the extent that any line of business author-
25 ized by this Act uses factors of production that are also
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