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Retail Market Position
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100% market share in electric power

Assets in your service area:
+ Have a presence at every home and business
+ Send everyone a bill every month
+ Collect payment from everyone every month
+ Customer service everywhere

+ Brand awareness

Retailing/marketing companies would die for such a position

But this is all temporary and vulnerable




the /

WAk cop B il e & hoife e ofn b o _ o Fs sl
74 Y 4 4 4 P 4
LD o~ folov nvulal
: il nbegsty, |, AL g ol Sof
The Customer Interface: Aoty for e # /D1l

How to Avoid Becoming a Wholesaler

. Oth%rs will install digital gateways at the customer premises
hone co.
’ Am cable TV, PCS, gas utilities, power brokers, ...
These gat Il be Usad: :
: ese gateways will be used: g (L
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+ To sell energy management, hem@seeupity?hc)me-auiemaﬁen; and other services
To collect information about the customer

¢
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To allow billing and electronic payment

# The gateways and EMS allow competitors to take over your customers even

before retail wheeling
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Communications with Customer Premises

AMR, EMS, and other value-added services require two-way digital
communications

Interface technology and communications links are interdependent

s

Connections can be provided by wireless, telephone, cable TV,

Tnologias
+ A means to an end
Choose the most cost-effective
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Summary of Testimony of Clay T. Whitehead
before the Senate Committee
on Commerce, Science, and Transportation

March 2, 1995
Much has changed since I was Director of the Office of

Telecommunications Policy during the Nixon administration.
Twenty-five years ago, we had:

|

The Bell System.

The three commercial television networks.

- A fragmented community antenna television (CATV) industry.
A small industrial two-way radio business.

A monopoly satellite industry.

The presumption in those days was that complex technology,
spectrum limitations, and capital requirements combined to make
telecommunications inherently a natural monopoly or, in the case
of broadcasting, an oligopoly. But technology was beginning to
erode the foundations of this assumption. We set our sights on
replacing the old paradigm with a new one, and our agenda was
primitive by current standards:

- Open entry and competition for U.S. domestic satellite
services and other specialized carriers.

- Changes in broadcasting and cable television rules to allow
cable television to grow into a new medium of channel abundance.

- Deregulation of radio broadcasting and repeal of the
Fairness Doctrine to show how that FCC regulation of broadcast
programming was unnecessary in a competitive environment.

- Building the case that a break-up of the Bell System was
feasible and persuading Justice that the monopoly power lay in
the local service monopoly rather than in manufacturing.

- Supporting the creation of PBS in anticipation that cable
and satellite technology would bring about the channel abundance
that would make federal funding of CPB unnecessary.

With the benefit of twenty-some years of experience, we can

say clearly: Competition works. Open entry works. And the
First Amendment works.

I would like to restrict my prepared remarks to a few key
principles:

Go for the long run.

Don't try to chart the future, try to enable it.

Keep it simple.

Let telecommunications be a business.

Get the courts out of regulation and back into adjudication.
Do it now. The 104th Congress has a great opportunity.




Testimony of Clay T. Whitehead
before the Senate Committee on
Commerce, Science, and Transportation

March 2, 1995

Mr. Chairman, it is a pleasure to be here with you today.
Much has changed since my last appearance here many years ago
when I was Director of the Office of Telecommunications Policy
during the Nixon administration. For example, the whole cable
television industry then had fewer than five million subscribers
and revenues of less than $400 million; today that industry has
60 million subscribers and revenues of $25 billion.

In thinking about the task you face in making sense of the
wonderful, wild, and wooly world of telecommunications, I thought
it would be useful to recall the shape of things when I began to
wrestle with telecommunications policy and the path we have
travelled to your hearings in the 104th Congress. Twenty-five
years ago, we had:

- The Bell System, a vertically integrated monopoly that not
so much dominated the telecommunications industry as it was
the telecommunications industry.

- Three television networks that dominated the television
industry.

- A fragmented community antenna television (CATV) industry.
- A small industrial two-way radio business.
- A monopoly satellite industry.

Some of this structure had evolved from the technology and
economics of the past, and some of it had been cast in the
concrete of ancient legislation and regulation. The presumption
in those days was that complex technology, spectrum limitations,
and capital requirements combined to make telecommunications
inherently a natural monopoly or, in the case of broadcasting, an
oligopoly.

Even then, however, technology was beginning to erode the
foundations of this assumption. The Carterphone decision
recognized that telecommunications users could have their own
ideas about the devices they attached to the telephone lines.
Bill McGowan discovered that interstate microwave lines could
undercut AT&T's long distance pricing. Cable television provided
more channels into the viewers' homes than there were broadcast
outlets to fill those channels. But '"competition" and
"telecommunications" seldom were found in the same sentence.

Many of us in the early days of the Nixon administration
shared a vision of competition and deregulation as an alternative
to the paradigm of highly detailed and centralized regulation
inherited from the New Deal days in telecommunications,




transportation, power, and other industries. The Office of
Telecommunications Policy was established by President Nixon
based on a recommendation from President Johnson's
telecommunications task force chaired by Eugene Rostow.

We quickly set our sights on replacing the old paradigm with
a new one. Our goal was in part pragmatic; we believed that
replacing regulation with competition and open entry would
encourage more rapid development of new and lower cost services
more responsive to consumer needs. But we also had a
philosophical goal; we believed that regulation of
telecommunications was particularly pernicious in that
governmentally-fostered scarcity foreclosed in the electronic
media the creativity and free speech principles of the print
media and promoted governmental control of electronic content.

By current standards, the OTP agenda was primitive:

- Our "Open Skies" policy of open entry and competition for
U.S. domestic satellite services was designed to serve two
purposes. It was a precursor to implementing competition among
long distance carriers; and it provided an economical means of
distributing television nationwide, removing one of the barriers
to competing with the big three television networks as HBO and
PBS soon demonstrated.

- We supported financial syndication rules and promoted new
prime time access and cable television copyright rules to
encourage competition in television programming and to provide an
economic basis for the growth of cable television to replace
channel scarcity with channel abundance.

- The deregulation of radio broadcasting and repeal of the
Fairness Doctrine were proposed to show that much FCC regulation
of broadcast programming was unnecessary and counterproductive.

- We supported the re-opening of the anti-trust case against
AT&T because the sheer power of the collective Bell System
precluded any significant introduction of open entry and
competition through regulatory or legislative measures. Our role
was to build the case that a break-up of the Bell System was
technically and economically feasible and to persuade the Justice
Department that the monopoly power lay in the local service
monopoly rather than in manufacturing.

— We opposed the rapid growth of the Corporation for Public
Broadcasting and supported the creation of the Public
Broadcasting Service controlled by the local stations because we
believed that the growth of CPB as a large, highly-centralized,
federally-funded, programming organization was inimical to the
principles of the First Amendment and that cable and satellite
technology in a free enterprise environment would bring about the
channel abundance that would make such federal funding of CPB
unnecessary.




Those are some of the things we got started to begin the
move from what was a highly-regulated command economy in
telecommunications toward a competitive free enterprise model. I
wish we had been clairvoyant. We drastically underestimated the
potential of fiber optics, the demand for wireless telephone
service, and the dramatic impact of digital technology in
breaking down distinctions between service categories.

Since those prehistoric days two decades ago we have seen
remarkable progress in the telecommunications industry --
progress in technology, in regulation, and in new services, and
in lower prices. With the benefit of twenty-some years of
experience, we can say clearly: Competition works. 1In a free
enterprise environment, technology promotes competitive energies,
not monopoly power. Open entry works: No group of companies is
uniquely qualified to provide any given service, and we have seen
the most progress in those sectors where we have allowed open
entry. And the First Amendment works: 1In a competitive, open-
entry environment, the expansion of channel capacity, of computer
networks, and of customer choices provide a market in which
creativity and free speech flourish.

Mr. Chairman, as one who for several years faced the issues
and pressures now before you, and having had time to digest my
allotment of hat, crow, and humble pie, I would like to restrict
my prepared remarks to a few key principles.

First, don't try to chart the future, try to enable it. The
industries we lump under the telecommunications label are awash
in uncertainty - technological, economic, cultural, and
regulatory. We have learned the hard way that well-intended
attempts to reduce uncertainty through regulation inevitably
create more uncertainty than they remove, because the regulatory
process itself becomes a major source of uncertainty. Moreover,
it is a pernicious form of uncertainty because so much money and

management talent is devoted to trying to manipulate it -- money
and talent that otherwise would be applied to innovation, new
services, and lower costs. The best thing the government can do

in telecommunications is to get rid of the regulatory uncertainty
by enabling industry and users alike to get on with their
business.

Second, go for the long run. I know you are being presented
many different positions on many issues, but look at the
remarkable agreement on the big picture -- between Republicans
and Democrats, cable and telephone, carriers and users. Everyone
now accepts that telecommunications should be governed by open
entry and competition. Telecommunications cuts across many lines
of manufacturing, services, and applications. It should be a big
tent with open entry and open use for everyone. (I should note

hat I have been looking at the impact of telecommunications and
information technology on the electric utilities, and it seems
clear to me that there is no more logic to limiting their entry
into providing telecommunications services or their use of




telecommunications technologies than there is to keeping
telephone and cable companies out of the other's business.)

Third, keep it simple. The more complex the legislation,
the more often you will have to address new legislation. The
more often you intervene in the industry, the more you will be
asked to intervene, sinking to a level of detail at which neither
you nor your petitioners can adequately foresee the implications.
Set a framework based on those enduring principles of competition
and open entry, allow a little time for the industry to get used
to the idea, and get out of the way.

Fourth, get the courts out of regulation and back into
adjudication. Judges are worse regulators than Senators,
Representatives, or Commissioners. Judicial tests of
competitiveness as a precondition of open entry only invite
outrageous arguments and add to uncertainty. It would be far
better to set a time certain for open entry and deregulation.
Courts can play a more constructive role in post hoc adjudication
of disputes about compliance with legislative and regulatory

rules than they can in the a priori co-creation of regulatory
rules.

Fifth, let telecommunications be a business. Some try to
depict deregulation as an abandonment of the public interest.
But in fact, we have a healthy body of contract, corporate, and
common law that can more readily and more flexibly absorb the
complexities of the industry in many cases than can the FCC or
Public Utility Commissions. Why do we need detailed regulation
in telecommunications, but not in computers, publishing, or
libraries? By legislating for the long run with relatively
simple rules for competition and open entry, you can provide a
framework that will let telecommunications be a business
responding to the rule of the customer in the marketplace, not as
a half-free thrall of government.

Finally, do it now. The telecommunications industries -
telephone, cable, broadcasting, interactive, multimedia,
satellite, domestic, international - are on the verge of
unprecedented innovation and creativity. They are prepared to
invest huge sums of capital over the coming decade to create new
services with lower prices. The 104th Congress has a great
opportunity to set a simple, long-run, liberating framework that
unleashes the creativity of American business and society in this
exciting field. There is wide agreement on the big picture and a
remarkable willingness across the industry to accept competition
in return for reduced regulatory uncertainty. You and your
colleagues are philosophically in accord with that agreement and
off to a good start. We have had too many years of contrived and
convoluted adaptations of an obsolete regulatory scheme. It has
been 60 years since we had such a consensus and 60 years since we
have had a comprehensive communications act. I urge you to give
us a new one.
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move from what was a highly-regulated command economy in
telecommunications toward a competitive free enterprise model. I
wish we had been clairvoyant. We drastically underestimated the
potential of fiber optics, the demand for wireless telephone
service, and the dramatic impact of digital technology in
breaking down distinctions between service categories.

Since those prehistoric days two decades ago we have seen
remarkable progress in the telecommunications industry --
progress in technology, in regulation, and in new services, and
in lower prices. With the benefit of twenty-some years of
experience, we can say clearly: Competition works. 1In a free
enterprise environment, technology promotes competitive energies,
not monopoly power. Open entry works: No group of companies is
uniquely qualified to provide any given service, and we have seen
the most progress in those sectors where we have allowed open
entry. And the First Amendment works: In a competitive, open-
entry environment, the expansion of channel capacity, of computer
networks, and of customer choices provide a market in which
creativity and free speech flourish.

Mr. Chairman, as one who for several years faced the issues
and pressures now before you, and having had time to digest my
allotment of hat, crow, and humble pie, I would like to restrict
my prepared remarks to a few key principles.

First, don't try to chart the future, try to enable it. The
industries we lump under the telecommunications label are awash
in uncertainty - technological, economic, cultural, and
regulatory. We have learned the hard way that well-intended
attempts to reduce uncertainty through regulation inevitably
create more uncertainty than they remove, because the regulatory
process itself becomes a major source of uncertainty. Moreover,
it is a pernicious form of uncertainty because so much money and
management talent is devoted to trying to manipulate it -- money
and talent that otherwise would be applied to innovation, new
services, and lower costs. The best thing the government can do
in telecommunications is to get rid of the requlatory uncertainty
by enabling industry and users alike to get on with their
business.

Second, go for the long run. I know you are being presented
many different positions on many issues, but look at the
remarkable agreement on the big picture -- between Republicans

and Democrats, cable and telephone, carriers and users. Everyone
now accepts that telecommunications should be governed by open
entry and competition. Telecommunications cuts across many lines
of manufacturing, services, and applications. It should be a big
tent with open entry and open use for everyone. (I should note
that I have been looking at the impact of telecommunications and
information technology on the electric utilities, and it seems
clear to me that there is no more logic to limiting their entry
into providing telecommunications services or their use of




telecommunications technologies than there is to keeping
telephone and cable companies out of the other's business.)

Third, keep it simple. The more complex the legislation,
the more often you will have to address new legislation. The
more often you intervene in the industry, the more you will be
asked to intervene, sinking to a level of detail at which neither
you nor your petitioners can adequately foresee the implications.
Set a framework based on those enduring principles of competition
and open entry, allow a little time for the industry to get used
to the idea, and get out of the way.

Fourth, get the courts out of regulation and back into
adjudication. Judges are worse regulators than Senators,
Representatives, or Commissioners. Judicial tests of
competitiveness as a precondition of open entry only invite
outrageous arguments and add to uncertainty. It would be far
better to set a time certain for open entry and deregulation.
Courts can play a more constructive role in post hoc adjudication
of disputes about compliance with legislative and regulatory
rules than they can in the a priori co-creation of regulatory
rules.

Fifth, let telecommunications be a business. Some try to
depict deregulation as an abandonment of the public interest.
But in fact, we have a healthy body of contract, corporate, and
common law that can more readily and more flexibly absorb the
complexities of the industry in many cases than can the FCC or
Public Utility Commissions. Why do we need detailed regulation
in telecommunications, but not in computers, publishing, or
libraries? By legislating for the long run with relatively
simple rules for competition and open entry, you can provide a
framework that will let telecommunications be a business
responding to the rule of the customer in the marketplace, not as
a half-free thrall of government.

Finally, do it now. The telecommunications industries -
telephone, cable, broadcasting, interactive, multimedia,
satellite, domestic, international - are on the verge of
unprecedented innovation and creativity. They are prepared to
invest huge sums of capital over the coming decade to create new
services with lower prices. The 104th Congress has a great
opportunity to set a simple, long-run, liberating framework that
unleashes the creativity of American business and society in this
exciting field. There is wide agreement on the big picture and a
remarkable willingness across the industry to accept competition
in return for reduced regulatory uncertainty. You and your
colleagues are philosophically in accord with that agreement and
off to a good start. We have had too many years of contrived and
convoluted adaptations of an obsolete regulatory scheme. It has
been 60 years since we had such a consensus and 60 years since we
have had a comprehensive communications act. I urge you to give
us a new one.
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