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| MR. CHAIRMAN, MEMBERS OF THE SUBCO-MITIEE AND MEMBERS OF THE PANEL:

My name is Arthur L. Litke, Assmj:am:_to—the—Bn'ecto‘r”FIﬁ@T“l“and
Gt of Cay apie®
General"‘bmavemnt“sm‘dlés‘ D1v1310nf.of~th‘em General Accountmo Offlce I
was appointed by the Comptroller General in June,l978 to review among other

items the accoimting rules and reports required by various Federal regulatory

.agencies, inclﬁding the Federal Commmica*i.as Commission. I am pléased,to

appear here and 'represeﬂf tue GAO on the Panel.
We have just completed a review of the Federal Cdmmications Commission's

effr.ce to rev1se the existing unlfom regulatory accountmg system which the



Commission requires the telephone _J'ndustry to follow.
- We looked into the progress and problems the Commission féces in .

delzeloping a new eccounting system. .Because the Comniséion's proposed

, Ssrstem hed not been finalized, we ‘limited our review to eizéluating the
- lCom'usswn s approach ‘to developmg and plannlng the mplementatlon of the mﬁw{
new system. ' : : ‘
Based on the rev1ew, %O;ﬁged a véeport to the Congress entitled
- "Outlook Dim for Revised Accountmg System for Changmg Telephone Industry
(FGMSD—SO-9 s dated .November>13,l97%. I will briefly smnnarize the results
of our review. . |

RESULTS OF REVIEW

Historically, the telephone indu.stry. has been regulated on the premise
.' . that it is a l'na.tutal ‘monopoly." _O{%er the past several yeers, -howe\;er, the
‘Federal Communications Commission Vha's allowed competition in some areas of
- the industry, notab'ly for terminal equipnent a'rid‘ intercity commumication.
FCC recognized that a more competitive industry will require a new
reguletory épproéch About 4 yeers ago the Conmission began to de\}elop a
revised Uniform System of Accounts for the mdustry to prov1de more relevant
mformatlon to Federal and State regulators mdustry management and other
users. In-particular, the new system is intended to make it possible “to
determine the cost of specific telephone se'rvices-_-to_ improve reguletory
‘rate review and detect a:nticcmpetit_ive pricing pra_ictices. |
GAOAbelie\'Ies that unless a myried of problems is solved the bout'look

is dim for early nrlplenentatlon-—and effectlve use—-of the new accountmg

system as proposed by the Commission. Our outlook is based on
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—weaknesses in the Comm1551on s approach to developlng the system
and plannlng for its 1mp1ementat10n,. |

—concerns raised by State_regulatory eommissions about some aspects

of the proposed system, éndA
. —criticisms voicéd to the Comm1551on by 1ndustry representatlves
and other 1nterested partles.
The Covnuss1on s approach to developlng a rev1sed acc0unt1ng system has
been characterlzed by |
—a lack of continuous overall dlrectlon and coordination by a hlgh—
level off1c1a1 | |
e —limited involvesent of the Coﬁhﬁssipn’s eccoﬁnting staff even
thoﬁgh it is orgénizetionelly responsible for eccounting system |
“reyisions,A . | | o .
——sssignmeﬁt of yarides steff»nenbers os aisporedic and fragmented
- basis, ' - : |
—lack of involvement in system conceptuallzatlon by'nany of the
system's ultimate users w1th1n the Commission, and
—minimal contact with representatlves,of State regulétory_ccnnﬁs4
sions, the telephone indﬁstry, and other interested parties dﬁring
systems conceptﬁelizétion. | SR - .
Whlle any one of these weaknesses has some adverse effect on system 1ev151on,
thelr collective 1mpact will likely be severe.’ If not corrected they will
| inhibit timely and effectlve revision of the system. . |
" Even after the system design is complete, the Commission will need to

be in a position to use it. For example,
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' rellable is needed,

-—necessary resources should be avallable to effectlvely and efficiently
process the data reported, and o ?
‘—system outputs néed to be specified for the intended ﬁsers.withih
the Commission. ‘_,b S
At the time of GAQ's review, the Commission had done only minimal planning
for these needs.
~ In response to a GAD questionnsife, State regulatory commissions identi-

fied several méjor problems that could érise if they use the revised system.

, For example although the revised system envisioned computerlzed reports,
nost States said they preferred rece1v1ng ranually prepared reports. Also,

the naJorlty of the States expreSSXng an opinion believed the total cost of

1N "C:\M"

the new systenxwould probably outwelgh the benef;ts. The Gommission must

work closely with State regﬁlatory commissions to éV01d_1mpos1ng duplicate

reporting burdens on the telephone indﬁstry.

Respondents to the Commission's initial proposal for a revised system
e;pressed concerns about the complexity, cost, and time frame for reVising
the system. Other concerns expressed included a need to consider the ihpsct
of the revised system on (1) the existing sepafétions procedﬁres whereb§
telephsne property eosts ére'épportipped between interstate and ihtrastéte
operstiqns‘end (2) methods of sllocsting cost te variohs telephone services.
Also, respondents cited the need -to identify the reporting teqﬁiremEnts to

be placed on the indﬁstry.
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RECOMMENDATIONS TO CHATRMAN, FEDERAL B
COMMUNICATIONS COVMISSTON.

A well—coordmated development and mplenentatlon approach is essential

FEwE N

s to successful revision of the accountmg system, partlcularly lf early

mplernentatlon remains an mportant goal of the Ccngress and the Commission.

In order to help FCC'reach this goal, GAD reconmended that the Chairman:

! -41?01@11y appoint a suf ficiently high-level official to provide
| 'continoing and consistent direction'and to monitor progress being
. achieved. . . o . “
. :%'—__j-{i&ssign r_esponsibility within the Commission for all phases of
- deyeloglment and inzplerrehtation | _- ”
| ? -Defme the spec1f1c needs of intended users of the rev1sed system
_ w1th1n the Comnlssmn '
‘3 --Improve the mechanlsm and procedures for coordmatlon w1th State

, regulatory cms31ms to avoid imposing dupllcate accountmg and

"--w-—...,_w,‘

_ ‘::~reporting hordens_’ondthe indtlstry, (—f—”‘“’f
&{{—Assess the‘ resoorce r)eeds of the Corrmissior‘l to proyide an appropriate '
“  level of ﬁlonitoring .and to effec‘tiyel_y and efficiently use reported
infor}rxatim after system‘ _deyeloprrent. -
{/ —Explain how system deyelopment will be c-oordinated with other major

actions which may be requlred such as rev1smg separatlons proced-

ures and determining approprlate cost allocatlon methodologies.

7 -—Identlfy the reporting requlrements that the mdustry mll need

to follow. '
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COMMISSION COMMENTS
'/
The. Corma»ssa,on stated that GACLS report was critical, But very \C\
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constructive. Therefore, the Conmlsswn belleved GAO's report would be

- _useful in the future development of the Unlform System of Accounts

The -Comnlssmn Eald it would take several managerlal steps to alleviate
1

_ many of the deficiencies discussed in this report, mcludmg establishing
" a task force, headed by a senior staff nember and composed of individuals

Wlth apprOprlate ,backgrmmds_ and expertlse, to deslgn the revised system.

This concludes my prepared statement. I will attefpt to answer any

qﬁestions yoﬁ méy‘ have.





