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·m, ·t
Mr. William Caton, Secretary
Federal Communications CommisSGC M. IL rl""\
1919 M Street, NW
Room 222
Washington, DC 20554

Dear Mr. Caton:

RE: EX PARTE, CC DOCKET NO. 96-98 INTERCONNECTION

Attached is an article from the Wall Street Journal dated June 17, 1996 entitled Let Utilities
Recover Stranded Cost. In this article, William J. Baumol encourages regulators to permit
electric utilities to recover stranded investments In plant and equipment as they face
competition. Mr. Baumol reasons that n[t]he opportunity to recover stranded investments will
be beneficial to consumers, and to the economy generally, because otherwise the adequacy of the
investment to serve the demands of consumers and the needs of the economy will be threatened."
According to Mr. Baumol, investors will lose confidence in the electric utility industry if
stranded investments are not recovered. LECs agree ..

Mr. Baumol, as an expert witness for AT&T in the interconnection proceeding, takes a contrary
view to cost recovery for LECs. As Bell Atlantic stated in its Reply Comments in this
interconnection proceeding, Mr. Baumol has consistently argued that regulated companies must
be allowed to recover historical costs during the transition to competition. Alfred Kahn and
Timothy J. Tardiff at 8, nA. Unfortunately, Mr. Baumol inexplicably argues that cost recovery
for stranded investment should not apply to LECs transitioning to competition. {d. At 7-8

There is clearly no plausible economic, political or other reason on which Mr. Baumol can
justify his contradictory positions on cost recovery for stranded investment for two similarly
situated industries facing competition. The LEe Industry supports the general thrust of Mr.
Baumol's views in the attached Wall Street Journal artIcle

Sincerely,

Je!ttrr~
Vice-President c
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Let Utilities Recover Stranded Costs
The cunapeUlhe transformation of the

electrtc: pow« bw.l.ry Is produclng a de
bate oYer atranded eoeta that. de.,lte Ua
complexitY and Importance to cunsumen.
10 far his been lareefy an exchange uf 1m'
PIOIoned slolans. Kolman Jenklll5'ti \Ua
trt_ ("Klec:lrle ProduCl:1'l'i Run Screaming
FronI Reality," Bualnea Wurld. Mil)' H) III
typkal. If they choose to rely Instead on.
ec:onundc IlIl:llYld~ to Inform !hat debate,
••te pUblic utility commlllSlomi will reel>;
nile that iSV1ng uttllUeli lhe uppurb",ily to
recover ItrandP.d cosls will ensure the efn
clttDCY ot the compeUllve market lor elec
trtc: power tbat those agencies are labortng
10 dtltaently to create.

nII lIlY 10 be Jured trdo a dlscuasloll or
me YIn.. and Ylces uf Ole electric utlllty
flnnt and the px.IReti5 or aln or their put
...... No one. however. auaests that
IJlWIton In l.Iauft enterprtsca .hould be
fIgen the opportunity to recover their pssl
0udQI u It n:w1ln1 roa' al1cledly exem'
pIary conduct. The luue. rather, 15
wbMher recovery uf tllOae Inyestments will
In .... Ion&' nm serve the Inten:sts of elec'
t"'*J COIIIUlJlen alld benefit the economy=. or whether aoeb roeovcr')' will

the teneral welfare or that of .1«-
trIaIIr ....

'rIM oppartwdty to NCO"r stnmded In
vtlbDenb wiD he beneficial to consumers.
and to the eeonomy gen....II)', bec:aute
otberwI- the adequaey 01 Inmstment to
III"f': the dema.ncII of eonaumen and the
..... 01 the economy will be threatened.
'nil piable becauR or the hIItort-
CII kMwn u "the InIJIlclI
ftIUIuary CDIQJId- or IIfbe replatory
C.....• Pnftaor Qeorp PrIest of Tile
.........~ .... eftIeoce
..,.......... tMt IUCb a c:ontnct tan
....... to ..... e...... da)'S 01 public: utll
.., npIaCIaa.

ftll'tIUIatory ..... tbat II about to
... lido ldItAlr1 Impaled apecIaI pcooIIt
CDIIlItraI.... upon ItwHIment Ia Oil _
biI:IIr ........,.... that NlUlltIon conn
......BOId tM.e canatralnts by what
...... In effect. partlallU n ...
- 01 .., lnftttmente. That arra ·
~ IHde tile utllllJ Indumlc.s the tradl
...... focuI 01 I"Yeltmenla by COI1IIerv.,
.............. lC«!Idnc low .....

. ..... tJWeatan 1R'I'e suddenI)' to find
utIIIn.rIlr wttbdrawn from them the 1m·
plied ......ntee that had led them to en
tIWt lhelr ..y..... to the cleetrlc power In
dIIIII7. then tJaq would become rekKtant
to pnwldo to the utlllUel the funds that
.., ... need In the future to maintain
... ....,... the tra~ fac!lUtles
.. wli he nooded to aerw both th6m·
... aDd their new compeUtora In elee·

~~~:...~~~~~~

It7 pneratlon, Is likely to remoln II RlO- I
nopoly-run StelOl' of the IndUStry o.nd .111
eontinue to be refIIlated.

U RJUlator& do withdraw the opportu
nity to recover lellUmate Investments, I

then mftltors wlll'lrely 5Wlpect that
what rquhdors hue donf once. they can
do aptn. A~ II the reault of such dlmln
Ished Illve.tnlent Is detorlorlliion In the fa·
dliUes for transmission of electric power.
then It will be the conS\..n~rJ who ht'nr thi!>
burden. That. in sum. i'l the poInt til!!.! we
hlft IOOIht to make In defending the le
sttlmae.J of reculatory role! that do not
preclude recovory of stranded coati. CorI·
ldry to Mr. Jenkins's mlschlractcri7.a(ion
01 0IIr II'lUIDent. one may rat the case for
IItranded coat reeCl"ery enUrely on the
addeYement .of economic efflclcncy and
COIIJUIIler welfore maldmlutton.

WILLIAM J. BAUMOL
New York Unlvel'!llty

New YOrk
J. CuooItv SmAK

Amerleen Bnterprilc Inslltute
for Public Polley Research


