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ROBERT PITOFSKY
(4/95 -)

MARY L. AZCUENAGA
(11/84 - )

COMMISSIONERS

Robert Pitofsky was sworn in as 54th Chairman of the Federal
Trade Commission on April 11, 1995, having been nominated by
President Clinton.

At thetime of hisnomination, Chairman Pitof sky was a Professor
of Law at the Georgetown University Law Center and Of Counsel to
the Washington, D.C., law firm of Arnold & Porter. He formerly
held positions at the FTC as a Commissioner (1978-1981) and as
Director of the Bureau of Consumer Protection (1970-1973). He has
aso been Dean of the Georgetown University Law Center, a
professor at New York University School of Law, and a Visiting
Professor of Law at Harvard Law School.

In 1977, Chairman Pitofsky was selected by Time Magazine as
one of 10 outstanding mid-career law professors. In 1989-1990, he
was a resident scholar at the Rockefeller Study Center in Bellagio,
Italy, and then a guest scholar at the Brookings Institution in
Washington, D.C.

In 1994, Chairman Pitofsky chaired the Defense Science Board
Task Forceon Antitrust Aspectsof Defenselndustry Downsizing. He
has also been a member of the Council of the Administrative
Conference, the Board of Governorsof theD.C. Bar Association, and
the Council of the Antitrust Section of the American Bar Association.

Chairman Pitofsky is agraduate of New Y ork University and the
Columbia School of Law.

Mary L. Azcuenaga was sworn in as a member of the Federa
Trade Commission on November 27, 1984. She was appointed by
President Reagan to a term expiring September 26, 1991, and was
reappointed by President Bush for a second seven-year term.

Before her appointment, Commissioner Azcuenaga spent more
than 11 yearson thelegal staff of the Commission, during which she
held several positions and gained experience in every aspect of the
Commission’s work. She has a varied litigation background,
including both federal court and administrative litigation. She has
substantial expertise in the field of antitrust, including extensive
experiencein merger litigation. In addition, she hasabackgroundin
the field of consumer protection and administrative law and has
participated in administration and management of the Commission
and its offices.

Immediately beforeassuming her present position, Commissioner
Azcuenagaserved as Assistant General Counsel for Legal Counsel of
the Federal Trade Commission. Earlier, sheserved asAssistant tothe
General Counsel, asAssistant Director of the San Francisco Regiona
Office, as Assistant to the Executive Director, and as a litigation
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JANET D. STEIGER
(8/89 -)

ROSCOE B. STAREK, Il
(12/90 -)

attorney in the Office of the General Counsel. In 1982, she received
the Federal Trade Commission Chairman’s Award, the highest
recognition accorded a Commission employee.

Commissioner Azcuenaga is a graduate of Stanford University
and the University of Chicago School of Law. She has been a
member of the Administrative Conference of the United States and
is a member of the Board of Trustees of the Food and Drug Law
Institute and the Board of Directors of the Girl Scout Council of the
Nation’s Capital.

Commissioner Azcuenagaisamember of the bars of the District
of Columbia and the State of California. She lives in Washington,
D.C.

Janet D. Steiger was sworn in as amember of the Federal Trade
Commission on August 11, 1989. She was nominated by President
Bush. She served as Chairman from August 11, 1989, to April 11,
1995.

Commissioner Steiger had been Chairman of the Postal Rate
Commission, by appointment of President Reagan, from March 1982
to August 1989. She also chaired the Congressionally mandated
three-year Commission to AssessVeterans Education Policy (1987-
1989), which reported to the 100th Congress. A Republican, shewas
nominated by President Carter, and confirmed by the Senate, as a
Postal Rate Commissioner in 1980. In 1985, the Federally Employed
Women of Washington awarded her the Outstanding Woman in
Government Award for 1984.

A member of Phi BetaK appa, Commissioner Steiger received her
B.A. from Lawrence University in 1961 and did postgraduate study
a the University of Reading in England and at the University of
Wisconsin-Madison. She was a Fulbright Scholar, a Woodrow
Wilson Scholar, and a member of the Lawrence Board of Trustees
(1986-1989). Lawrence awarded her an honorary doctor of laws
degreein 1992.

Beforegovernment service, Commissioner Steiger was cofounder
of the WorkPlace, Inc., a Washington office-and-research facility.
Bornin Oshkosh, Wisconsin, Commissioner Steiger isthe widow of
Congressman William A. Steiger and the mother of their son, Bill.

Roscoe B. Starek, |11, was sworn in as a member of the Federal
Trade Commission on November 19, 1990. Prior to that time,
Commissioner Starek held a number of positions in both the
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CHRISTINE A. VARNEY
(10/94 - )

Legidative and Executive branches of the Federal Government.
From January 1989 until he was sworn in by President Bush,
Commissioner Starek was Deputy Assistant to the President and
Deputy Director of Presidential Personnel at the White House.
Immediately prior to joining the White House staff, Commissioner
Starek worked on the Bush transition team as Deputy Director of
Presidential Personnel. Heserved for sevenyearsin several positions
at the Department of State, most recently as Deputy Assistant
Secretary for Policy and Counterterrorism.

From 1972t0 1982, Commissioner Starek worked on Capitol Hill
and on the Ford White House staff. From 1976 to 1982, he worked
for three Committees of the U.S. House of Representatives as Chief
Minority Counsel to the House Select Committee on NarcoticsAbuse
and Control, Associate Counsel to the House Judiciary Committee,
and a Counsel to the Minority of the House Select Committee on
Intelligence. In 1975, Commissioner Starek was appointed to the
White House staff as Assistant General Counsel to the Presidential
Clemency Board. In 1974, Commissioner Starek was chosen by the
Minority Members of the House Judiciary Committeeto be acounsel
to the Impeachment Inquiry. During 1972 and 1973, he served onthe
staff of U.S. Senator Charles Percy of Illinois, first as a legislative
assistant and thereafter as a Professional Staff Member to the
Permanent Subcommittee on Investigations of the Senate
Government Operations Committee.

Commissioner Starek graduated with an A.B. in political science
from Syracuse University. He received a Juris Doctor degree from
the Washington College of Law at American University. He is
admitted to the bar in Illinois and in the District of Columbia.
Commissioner Starek is married to the former Mildred Jeannette
Harllee. They have one daughter and residein Alexandria, Virginia.

Christine Varney wassworninasaCommissioner on the Federal
Trade Commission on October 14, 1994. She was nominated by
President Clinton.

Commissioner Varney formerly served as President Clinton's
Cabinet Secretary and, as such, was the primary point of contact
between the President and the 20 members of his Cabinet. Prior to
joining the Clinton Administration, Commissioner Varney practiced
law with the Washington, D.C., firm of Hogan & Hartson. Her
representations included serving as Chief Counsel for the Clinton
Campaign, General Counsel to the 1992 Presidential Inaugural
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Committee, and General Counsel to the Democratic National
Committee.

Commissioner Varney isa 1977 graduate of the State University
of New York in Albany and earned aMaster’ sin Public Administra-
tion in 1978 from the Maxwell School at Syracuse University. In
1985, she earned a Juris Doctorate from the Georgetown University
Law Center, where she was aLaw Fellow. She also attended Trinity
College in Dublin, Ireland.

Commissioner Varney is amember of the District of Columbia
Bar, the New Y ork State Bar, the American Bar Association, and the
National Lawyers Council. Sheis also a committeewoman on the
ABA Standing Committee on Election Law.

Commissioner Varney was born in Washington, D.C., and was
raised in Syracuse, New York. Sheismarried to Thomas J. Graham
and has two children.
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COMPETITION MISSION

OVERVIEW

The Federal Trade Commission enforces a variety of federal
antitrust and consumer protection laws. By eliminating acts or
practices that are unfair or deceptive, it seeks to ensure that the
nation’s markets function competitively and are vigorous, efficient,
and free of undue restrictions. The Commission’s efforts are
generally directed toward stopping actionsthat restrict competition or
threaten consumers’ ability to exercise informed choice. Finaly, it
undertakes economic analysisto support itslaw enforcement efforts
and to contribute to the policy deliberations of various federal, state,
and local government bodies.

Inadditiontoitsstatutory enforcement activities, the Commission
supports Congressional mandates through cost-effective non-
enforcement activities, such as consumer education. This report
itemizes the Commission’ s accomplishments in fiscal year 1995.

The Competition Mission isbased upon thefundamental premise
of the antitrust laws that competition brings the best products and
services at the lowest prices, spurs efficiency and innovation, and
strengthens the U.S. economy. Unreasonable restraints on com-
petition harm everyone, from consumers to businesses to workers,
and the job of the Competition Mission is to guard against such
restraints. The Mission and the antitrust laws it enforces seek to
eliminate unreasonable competitive restraints to allow entities to
competeand to encourage governmental relianceon market solutions.

Recent changes in the U.S. economy have increased demands
upon theagency. Most prominent isasignificant increasein mergers
and acquisitions, which have been at near-record levels.

Mission Priorities
The Mission applies three criteriato test its success:

» efforts must make atangible difference to consumers;

o efforts must provide benefit to consumers with the minimum
feasible burden on business; and

» through a continuing process of reviewing and questioning
enforcement policies, it must take into account the dynamic
changesin the economy such asincreasingly rapid technological
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change, the internationalization of many markets, and advances
in the economic analysis of competition.

During fiscal year 1995, the Mission's enforcement actions

protected consumers from anticompetitive consequences in 35
different mergers and acquisitions. The relief obtained from the
consent agreements in just two proposed mergers resulted in
estimated savingsto consumersof $45 million or more, roughly equal
to the entire amount of the Mission’s annual resources for the year.

The Commission aso changed policies and procedures to

improve the Mission's enforcement efficiency and eliminate
unnecessary burdens on business devel opments:

The Commission joined with the Antitrust Division of the
Department of Justice (DOJ) to issuefinal versions of two sets of
guidelines stating the agencies antitrust enforcement policies,
Antitrust Enforcement Guidelines for International Operations
and Antitrust Guidelines for the Licensing and Acquisition of
Intellectual Property. Such guidelines play an essentia role in
hel ping businessescomply with thelaw. They also avoid boththe
cost of litigation to challenge anticompetitive conduct after the
fact and the risk that businesses will shun procompetitive,
efficient transactionsthat they wrongly fear might be challenged.
The Commission issued a new Policy Satement Regarding
Duration of Competition and Consumer Protection Orders,
which provided that it will ordinarily “sunset” future orders
automatically after 20 years, and a Notice of Proposed
Rulemaking Regar ding the Duration of Existing Competition and
Consumer Protection Orders, which provided that it would
ordinarily “sunset” existing ordersafter 20 years. Inall cases, the
automatic “sunsetting” is subject to exceptions where a court
complaint alleging an order violation has been filed.

The Commissionissued astatement that adopted alessrestrictive
“prior approval” policy for merger orders providing that the
Commission will no longer routinely use prior approval or prior
notice provisions, except wherethereisacrediblerisk of renewal
of the acquisition attempt or of a non-Hart-Scott-Rodino (HSR)
reportable anticompetitive transaction. The Commission also
invited parties subject to existing orders to seek modification of
their orders, where appropriate under the new policy.
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The Commission issued a statement clarifying its policy on the
use of administrative litigation after denial of a preliminary
injunction, indicating that it would affirmatively reconsider the
desirability of proceeding in such cases. The Commission also
adopted new Rule 3.26 to facilitate such consideration in those
cases where administrative litigation has already commenced.
The Commission proposed new HSR rules to reduce burden and
cost by providing five specific exemptions to the existing
reporting rules. Because these exemptionscover classesof trans-
actionsthat are unlikely to raise antitrust concerns, they decrease
the number of transactions that require filings. These proposals
could save the public several million dollarsin the preparation of
filings and filing fees and save both Commission and DOJ
resources in the review of filings.

Working with the Department of Justice, the Commission made
the HSR review process quicker and less burdensome. Average
clearance times have been shortened from 17 to 10 days, and
parties have produced over 40 percent fewer documents under a
new model document request.

TheCommission held extensive hearingsto gather information on
changes brought about by the globalization of the economy and
advancesin economic thinking. The purpose of the hearingswas
to receive the views of a large number of witnesses, including
leading economic and legal scholars, businessexecutives, foreign
enforcement authorities, and practitioners.

Commission staff i ssued advisory opinionsto assist businessesin
complying with the antitrust laws and to facilitate transactions
that are unlikely to raise antitrust concerns.

Commission staff continued to assist foreign governmentsintheir
transitions from command-and-control to market economiesand
in the development of antitrust mechanisms to complement this
transition.

The Competition Mission also leveraged its resources and
expertise through cooperation with state governments. In
particular, the Mission sought to further strengthen the aready
strong working relationships devel oped in recent yearswith state
governments. In June 1995, the Commission adopted an
expanded policy for sharing information concerning its merger
investigations with state law enforcement officials. This policy
led to severa joint investigations with state authorities, while
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other investigationswere conductedin parallel and benefited from
substantial information-sharing.

The Competition Mission is divided into five major program
areas administered by the Bureau of Competition: Mergersand Joint
Ventures, Premerger Notification, Horizontal Restraints, Dis-
tributional Restraints, and Single Firm Violations. These programs
are supported by the Commission’s 10 regional offices and by the
Bureau of Economics.

Mergers and Joint Ventures Program

TheMergersand Joint Ventures Program plays animportant role
in promoting the efficient allocation of economic resources. The
mission of the Program isto prevent mergers which may be harmful
to competition and consumers. In some instances, this mission must
be accomplished by preventing the merger entirely or by undoing it.
In many other instances, it is possible to arrive at narrowly tailored
relief that prevents injury to competition but allows the overall
transaction to proceed. Determining the kind of relief necessary and
obtaining it entail investigations designed to answer fundamental
guestions about the merger and the affected product markets: Isit
likely to result in the lessening of actual or potential competition,
increase the market power of the joining firms, and lead to market
dominance or asignificant increasein thelikelihood of collusion? Is
it likely to increase barriers to entry or expansion or to foster
interdependent conduct among firms? The Program also investigates
interlocking directorates among competing firms, which may have
similar anticompetitive effects.

The Program uses a three-part process to carry out its mission:

» detecting potentially harmful mergers before they occur by
monitoring merger activity and screening all significant mergers,
in conjunction with the Premerger Notification Program;

* investigating those mergers that the screening process has
targeted for further inquiry; and

» taking action to prevent (or undo) those mergers or portions of
mergers that, after investigation and analysis, appear likely to
lessen competition.
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To protect consumers against mergers that may substantially
lessen competition, the most effective and cost-efficient strategy isto
prevent such mergers before they occur. The Commission
implements this strategy primarily through its authority to seek
injunctive relief under Section 13(b) of the Federal Trade
Commission Act, although it is often possible to resolve the
competitive problem through consent proceedings without having to
seek such an injunction. Where injunctive relief isinappropriate or
unavailable, the Commission may rely on itsadministrative remedial
powers to seek to restore competition lost as the result of a merger
that could not be prevented. Whether achieved by consent or in an
administrative proceeding, the principal remedy is divestiture of
assets sufficient to preserve or restore competition, although the
Commission also has employed conduct remedieswhere appropriate.

Enforcement Activities

During fiscal year 1995, staff filed motions in federal district
court to prevent the consummation of five proposed mergers. The
Commission also accepted 31 consent agreements for public
comment and entered into a hold-separate agreement with stipul ated
relief pending the completion of the Commission’sinvestigation in
one matter.

The two most prominent areas of merger enforcement in fiscal
year 1995 were the defense industry and health care services, such as
acute care hospital services, specialized medical facilities, medical
devices, pharmaceuticals, and retail pharmacies. During fiscal year
1995, the Commission also sought two preliminary injunctions and
accepted seventeen consent agreements in a variety of other
industries, including supermarkets, chemicals, cable television
systems, wire fund transfers, and funeral homes.

Premerger Notification Program

ThePremerger Notification Programisan essential component of
the enforcement program protecting consumers against anti-
competitive mergers and acquisitions by enforcing the Hart-Scott-
Rodino Act (HSR Act). Prior to enactment of the HSR Act, parties
often consummated their acquisitions and combined their operations
before the antitrust agencies even learned of the transactions. It was
difficult, if not impossible, to “unscramble the eggs’ and restore the
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benefits of competition to consumers. The HSR Act requiresentities
who meet certain size requirements and are planning significant
acquisitionstofilenotification with the Commissionand the Antitrust
Division of the Department of Justice and to delay consummation for
a prescribed period of time. The HSR Act alows antitrust
enforcement agencies to take action against potentially
anticompetitive mergers before they occur.

The Program also strivesto minimizethe burden on filing parties
to the extent possible, given the agencies enforcement responsi-
bilities. Toimprovethelevel of voluntary compliance, the Program
provides assistance to individuals and organizations subject to the
HSR Act in understanding its requirements.

Because of the importance of HSR filings to effective merger
enforcement, apparent violationsof thefiling requirementsaretreated
seriously. When it appearsthat the reporting requirements may have
been violated, the Commission’s Compliance Division conducts an
investigation and recommends an enforcement action for civil
penalties or other relief, when appropriate.

In addition to providing advice on filing requirements, the
Program recommends improvements to the HSR rules and improves
efficiency in the processing and review of reported transactions by
increasing reliance on automated systems. The Program also works
withthe Antitrust Division of the Department of Justiceto ensurethat
the Premerger Notification Program is applied consistently and
uniformly by both agencies.

Fiscal Year 1995 Program Activities

During fiscal year 1995, the Commission received filings under
the HSR Act for 2,816 proposed transactions. This represented an
increase of approximately 22 percent from fiscal year 1994. After
reviewing each filing, staff prepared analytical summaries of each
proposed transaction, including recommendations to monitor the
activities of the parties, to investigate proposed mergersfor possible
anticompetitive implications, or to grant the filing parties' requests
for an early termination of the waiting period. The Commission
issued requests for additional information (* second requests’) in 58
proposed transactions. During fiscal year 1995, the Premerger
Notification Program collected $117.6 million in filing fees and
parties paid $3,025,000 in civil penalties to settle charges that they
did not comply with the Act.

10
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Staff provided oral and written interpretations, informal advice,
and genera information to the public in approximately 16,000
instances and on avariety of subjectsincluding the Premerger Rules,
the written interpretations of the Rules, the Premerger Notification
Source Book, and the three Premerger Guides designed to assist the
public’s understanding and compliance under the HSR Act.

The Commission and the Antitrust Division of the Department of
Justice jointly developed and published eight initiatives to improve
the agencies’ review and screening of mergers reported under the
HSR Act prior totheir consummation. These measureswere adopted
to eliminate any undue burden on partiesthat attempt to comply with
the reporting requirements of the HSR Act, to expedite the HSR
clearance and second request processes, and to explore alternatives
that could exempt some transactions from HSR review.

Building on these initiatives, the Commission developed two
proposals designed to reduce the burden and cost of filing the
“Premerger Notification and Report Form” and to increase staff
efficiency for both the Commission and the Department of Justicein
the processing and analysis of information submitted under the HSR
Act. First, the Commission published proposed changes to the form
which would eliminate parties submission of information non-
essential to the antitrust review of areportable transaction. Second,
Commission staff devel oped five specific exemptionsto the existing
interpretation of the “ Genera Ordinary Course of Business Rule” in
an effort to end the reporting obligation for transactions not likely to
raise enforcement concerns. This proposal would save the public
several milliondollarsinthe preparation of thosefilings, would avoid
unnecessary delay in completion of the transactions, and would ease
the burden on both agencies from reviewing information received
with such filings.

Horizontal Restraints Program

The Horizontal Restraints Program is directed toward
investigations of collusive or other collaborative activitiesinvolving
direct competitors that may harm consumers. Some horizontal
restraints, such as price-fixing and other anticompetitive behavior
among competitors, harm consumers by raising prices and reducing
the quantity and quality of goods and services. Such restraints may
be the products of collusion or of conduct that facilitates collusion.
The mission of the Program is to detect, investigate, prevent, and

11
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remedy anticompetitive collusion or facilitation of collusion. While
someagreementsamong competitors, such asstandard-settingand the
promulgation of legitimate ethical codes, can servefunctionsthat are
procompetitive and even essential, such agreements can also be
abused to exclude entry by new competitors or expansion by existing
competitors.

During fiscal year 1995, the Horizontal Restraints Program
opened 43 new investigations. The Commission initiated 11 new
enforcement actions, 10 of which resulted in consent agreements.

The Commission and DOJ jointly issued antitrust guidelines for
the licensing of intellectual property that is protected by patent,
copyright, or trade secret laws or by proprietary know-how. The
Commission and DOJ also issued joint antitrust guidelines for
companies engaged in international operations that affect U.S.
commerce.

Alsoduringfiscal year 1995, the staff issued 10 advisory opinions
in response to requests from business organizations.

Distributional Restraints Program

TheDistributional RestraintsProgram seeksto protect consumers
from anticompetitive consequencesthat may arisefrom certain kinds
of vertical agreements among firms in the chain of distribution of
goods and services, from producers to distributors and retailers to
consumers. Agreements on resale prices between firmsin avertica
relationship can have immediate effects on prices to consumers and
areconsidered per seillegal. Other, non-pricevertical agreementsare
evaluated under arule of reason and may or may not beillegal. The
Commission investigates distributional restraints carefully to avoid
challenging vertical agreements that may benefit consumers.

In attacking anticompetitive distributional arrangements, the
Commission employs a strategy combining investigation, litigation,
voluntary compliance, and negotiation. Where appropriate, the
Commission issues policy statements and advisory opinions, and
engages in competition advocacy.

During fiscal year 1995, the Distributional Restraints Program
initiated seven initial-phase investigations and one full-phase
investigation. One civil penalty settlement was reached, and 10
orderswere set aside under the Commission’ ssunsetting policy. One
additional order was set aside dueto changed circumstances, and two

12
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CONSUMER
PROTECTION MISSION

orders were modified or clarified to permit the parties to engage in
conduct that appeared unlikely to violate the antitrust laws.

Sngle Firm Violations Program

A singlefirmwith market power can use various anticompetitive
practices to reduce output and increase price above the competitive
level, thereby injuring consumersand misall ocating resources. While
neither the existence of such market power nor the attempt to achieve
it isunlawful in itself, obtaining, increasing, or maintaining market
power by unnecessarily exclusionary meansisunlawful. The Single
Firm Violations Program seeks to prevent firms from creating or
maintaining market power, through conduct injurious to long-run
consumer welfare. The principal challenge of the Program is distin-
gui shing anticompetitive conduct from that which merely constitutes
vigorous competition. Potential anticompetitive activities include
acquisitionsinvolving alarge portion of the market or alarge portion
of the necessary inputs, exclusive dealing, tying, and price and non-
price predation, which havethe effect of driving competitorsfromthe
market and lessening competition.

Eight new investigations were opened under the Single Firm
Violations Program during fiscal year 1995. Inaddition, three orders
under this program were set aside under the Commission’s newly
adopted sunsetting policy.

The Consumer Protection Mission aims to protect consumers
against unfair, deceptive, or fraudulent practices. The work of the
Missioniscarried out primarily through enforcement of Section 5 of
the Federal Trade Commission Act and other consumer protection
laws enacted by Congress, aswell as trade regulation rules issued by
the Commission. The Commission’s actions include individua
company andindustry-wideinvestigations, administrativeand federal
court litigation, rulemaking proceedings, and consumer and business
education.

Challenges for the Consumer Protection Mission
The goal of the Consumer Protection Mission is to maintain a
well-functioning marketplace that allows consumers to make

informed purchase choices. Today’s marketplace, however, is
increasingly complex. Consequently, the Mission continues to

13
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develop new and creative strategiesto ensure the free flow of current
and understandabl e information to consumers.

Evolving technol ogies are radically changing the way consumers
learn about, buy, and pay for goods and services. An array of new
media has supplemented television and print advertising, once the
standard media for reaching consumers. The Internet, pay-per-call
telephone services, and infomercials are among the new methods
sellers are using to reach consumers. In addition, consumers have
become more sophisticated. Not too long ago, they were interested
inonly priceand quality. Today they areincreasingly concerned with
the health implications of the food they buy, the environmental
implications of packaging and other product attributes, the potential
loss of personal privacy resulting from greater use of on-line
communication, and the astounding growth in telemarketing and
other types of consumer fraud.

Mission Priorities

The priorities of the Consumer Protection Mission mirror the
issues of greatest concern to consumers. The Mission targets its
resources to areas that cause the most significant consumer
injury—specifically, advertising, fraud, and issues relating to new
technologies. Within these broad areas, the Mission focuses on:

» hedth clamsinfood advertising;

* environmental advertising and labeling;

* health care fraud;

» telemarketing, business opportunity, franchise, and invest-
ment fraud;

* mortgage lending and discrimination;

» enforcement of Commission orders; and

* enforcement of credit statutes and a wide variety of trade
regulation rules.

Overview of Activities

In cases involving consumer fraud, the Commission utilizes
federal district court litigation under section 13(b) of the FTC Act.
District court litigation allows the Commission to obtain immediate
preliminary relief, which usually includes afreeze of the defendants’
assets.  This enables the Commission to achieve two critical

14
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objectives. (1) an immediate cessation of the illegal practices and
(2) ahold on the defendants’ assets, preserving them for consumer
redress, if appropriate.

The Commission alsorelieson administrativelitigation to pursue
nonfraud cases involving novel or complex legal issues, often
challenging advertising claims.

Congress mandated all the Commission’s new rulemaking
initiatives in 1995. For example, the Commission issued an
important new ruledefining and prohibiting deceptivetelemarketing,
as required by the Telemarketing and Consumer Fraud and Abuse
Prevention Act.

An award-winning consumer and business education program
supplements litigation and rulemaking activities. The program uses
brochures, public service announcements, and other mechanisms to
reach awide audience. All consumer and business publications are
available on the FTC’ s home page, on the World Wide Web site at
FTC.GOV. In addition, all FTC publications are available through
links from other federal agencies, including the Department of
Treasury, Consumer Product Safety Commission, FedWorld, and
U.S. BusinessAdvisor. Consumer Alertsoften areissued to coincide
with major law enforcement actions so that consumers can learn how
best to protect themselves from fraudulent and deceptive operations.
Inaddition, consumer and busi nesseducation and information efforts
are broadened through a unique partnership with businesses and
industry organizations,

The Mission’s activities also are supplemented by close federal -
statecoordination. Formal joint actionstypically are undertaken with
the National Association of Attorneys General (NAAG) or the
National Association of Consumer Agency Administrators
(NACAA). Working with these organizations, joint resources are
targeted to issues that have a direct impact on consumers.

In addition to formal projects, staff attorneys working on
individual cases typically consult with their colleagues in state and
local consumer protection offices to coordinate law enforcement
efforts. Joint action among federal, state, and local law enforcers
continues.

The Consumer Protection Mission iscarried out through five law
enforcement programs. Advertising Practices, Credit Practices,
Enforcement, Marketing Practices, and Service Industry Practices.
The Commission’s 10 regional offices are an integral component of
the Mission. Theregional staff are responsible for awide variety of
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significant consumer protection cases and are important contact
pointsfor state Attorneys General and other state and local consumer
protection officials.

Advertising Practices Program

The mission of the Advertising Practices Program is to prevent
marketers from making deceptive, unsubstantiated, or unfair
advertising claims. It also administers federal laws requiring health
warnings on tobacco products. With respect to environmental
marketing claims and food advertising, the Program published
enforcement policy statements to provide guidance to business on
how to comply with Commission advertising standards.

The Program focuses on nutritional or health claims in food
advertising. Consumer interest in and concern about nutrition and
health messages in food advertising is at an all-time high. One poll
showed that 84 percent of consumersare concerned that what they eat
may affect their health. Thirty-four percent of consumers have
stopped buying particular foods, especialy those high in fat, after
reading about thefoods' nutritional content. Thisinterest hassparked
the devel opment of new food products, such aslow- and reduced-fat
foods.

Marketers of dietary supplements advertise and promote their
products heavily as new scientific evidence becomes available
regarding the potential health benefits of various nutrients. Because
of mounting consumer interest in dietary supplements and concerns
about deceptive claims, the Program is closely monitoring this
product category, focusing on unsubstantiated health and efficacy
claimsfor supplements purporting, for exampl e, to hastenweight |oss
and build muscle, lower serum cholesterol, and provide other
nutritional benefits.

The FDA has granted over-the-counter status to many drugs that
had been available to consumers only by prescription. An active
Commission program of monitoring advertising claims for these
“switched” products is an important consideration to FDA in its
review of proposalsto sell adrug over-the-counter. Because average
consumers cannot judge most product claimsfor efficacy, safety, and
freedom from side effects, the Program also examines advertising
claimsfor these products.

The Program also focuses on “green” claims. During the late
1980 sand early 1990’ s, consumerswere particularly interested inthe
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environment and associated “green” clams. New product
introductions have kept pace with this interest. The Commission’s
cases involving deceptive environmental advertising are consistent
with the principles enunciated by its guidelines.

New information technologies have had a significant impact on
advertising. Advances in telecommunications and marketing are
shifting a growing portion of consumer spending from the market-
place to the living room. Infomercials, home shopping channels,
catalogs, on-line shopping services, and other forms of nonretail,
direct sales are a growing segment of the advertising market. The
Advertising Practices Program must continue to adapt traditional
consumer protection principles to this fast-growing area.

Credit Practices Program

The Credit Practices Program enforcesanumber of federal credit
statutes. Discriminatory credit granting practices are specifically
prohibited by federal statute and are among the Program’s top
priorities. The Equal Credit Opportunity Act, enforced by the
Commission, prohibits discriminatory credit granting practices.
Specifically, the Act requires lenders to judge individuals' credit-
worthiness by their financial condition and history, not by certain
prohibited factors. The Program engages in enforcement activities
designed to put lenders subject to the Commission’s jurisdiction on
notice that illegal lending discrimination will not be tolerated.

Credit bureaus play a critical role in the ease and speed with
which individuals are able to obtain credit. With files on over 190
million Americans, each of themajor credit bureaushasatremendous
responsibility to ensure the accuracy and privacy of this persona and
sensitive information. The Fair Credit Reporting Act sets forth the
Commission’s specific statutory responsibilities in this area. In
responseto aflood of consumer complaints about credit bureaus, the
top subject of complaint and inquiry at the Commission for several
years, the Commission initiated a number of enforcement actions.
The Commission issued a final consent agreement with one of the
three major credit bureausin the United States, by which it agreed to
follow reasonable procedures to ensure accuracy in its consumer
reports, to enhance procedures for handling consumer disputes, and
to comply with the privacy provisions of the statute. The
Commission also continued litigation against another of the three
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major credit bureaus based on alleged violations of the Fair Credit
Reporting Act through its sale of target marketing lists.

Beforeenteringinto credit and | easetransactions, consumersmust
know the applicable terms and conditions. In the Truth in Lending
and Consumer Leasing Acts, Congress mandated that certain
information must be placed in advertisements and must be given to
consumers before transactions are consummated. The Acts created
a uniform term, annual percentage rate (APR), to alow for credit
comparison shopping and fair competition among creditors. The
credit market breaks down when creditorsfail to provideinformation
or, worse, provide incorrect information. In its jurisdiction over
millionsof creditors, the Commission’ sroleisto ensurethat creditors
provide accurate information, thereby allowing the marketplace to
operate properly.

An inevitable consequence of granting credit is default by a
certain percentage of consumers. In addition to creditor collection
activities, many of these debts are assigned to debt collectors for
collection activity. While thereis no reason legitimate debts should
not be collected, certain activities by debt collectors violate the Fair
Debt Collection Practices Act. The Commission playsacritical role
inclarifying proper collection tacticsand prosecuting thosewho cross
thelineunder thisAct. TheProgram also makesit clear that creditors
bear someresponsibility for collectors’ actions, whenthecreditorsare
aware of the actions.

Finally, credit and other markets fail when merchants engage in
unfair or deceptivetrade practices. Giventheimportance of creditin
individuals' lives, many of these illegal practices focus on credit
issues. They include advance fee loan fraud, phony gold cards,
misuse of bank drafts, false advertising about secured credit cards,
vacation scams, and credit repair.

Enforcement Program

The Enforcement Program has two main responsibilities:
enforcing orders across a variety of consumer protection issues and
enforcing and administering more than adozen statutesand rules. In
fiscal year 1995, the Commission obtained more that $1.5 millionin
civil penalties, in addition to injunctive and other important relief, to
resolve order and rule violations. One of the Program’s goalsis to
improve compliance with orders and rules and to deter additional
violations by seeking significant civil penalties. Atthesametime, the
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Program is committed to working cooperatively and non-punitively
with companies that, acting in good faith, commit technical or
inadvertent violations.

Inaddition, infiscal year 1995, the Program completed the last of
itsrulemaking activitiesthat wererequiredtoimplement FTC-related
portions of the Energy Policy Act of 1992 (EPA 92). The
Commission issued a fina rule requiring cost/benefit labels for
vehicles using aternative fuels and labels for nonliquid alternative
fuels. These regulations join those previously issued, pursuant to
another provision of EPA 92, that require fuel dispenser disclosures
for liquid alternative fuels.

Pursuant to EPA 92, the Commission also issued efficiency
disclosure requirements for plumbing, which became effective in
October 1994, and lighting products, which became effectivein May
1995. The lighting disclosure requirements are intended to focus
consumers’ attention on the energy costs of lighting and to assist
them in purchasing lighting that meetstheir needs at the lowest cost.
In addition, the Commission’s 1994 amendments to the Appliance
Labeling Rule, which requires EnergyGuides on major home
appliances, mandated the introduction of improved EnergyGuides
into the marketplace starting in fiscal year 1995. These new and
improved EnergyGuides are expected to aid consumers in factoring
energy efficiency into their purchasing decisions for heating and
cooling products.

In addition, the Program processes requests by firms under order
to modify those orders on the basis of legal or factual changes or
other grounds. When parties petition the Commission to modify or
vacate Commission orders, the staff reviews the petition and
recommends appropriate action.

The Program al so coordinatesthe Commission’ speriodic review
of the economic and other impacts of al rules and guides to
determine whether they should beretained, repealed, or revised. The
Program spearheaded an initiative to accelerate the Commission’s
existing 10-year schedule of reviews. This resulted in repeal of 25
percent of the Commission’s industry guides, because these guides
were obsolete or unnecessary, and in proposals to repeal 25 percent
of itstrade regulation rules

Marketing Practices Program
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The Marketing Practices Program investigates, and attempts to
stop, fraud that consumers cannot readily detect and economic harm
caused by merchants who fail to provide consumers with needed
information. The Program reflects the variety, prevalence, and
severity of consumer problemsin the areas of telemarketing, business
opportunity, and franchise fraud.

Economicfraud directed at consumersand small businessesisone
of themost common consumer protection problems. Through federal
court cases and rule enforcement, the Commission targeted fraud that
could not bereadily detected by reasonably diligent consumersor that
was aimed at vulnerable populations of consumers, such as older
people. Many perpetrators of this type of fraud used new
technologies not yet understood by consumers or applied familiar
technologies in new ways to confuse consumers.

The Program also focused on the fraudulent use of payment
systems, such as “900” or pay-per-call information services, bank
drafts, and credit cards; fraudulent sale of franchises and of business
and employment opportunities, often with the ad of tele-
communicationstechnol ogy and electronic fund transfers; fraudulent
saleof goodsand servicesto small businesses; fraudulent solicitation
of charitable contributions; and fraud on the Internet.

Fraudulent sale of franchises and of business and employment
opportunities, often with the aid of telecommunications technology
and electronic fund transfers, has become an area of concern. These
cases sometimes involve people who have invested severance pay,
retirement savings, or all their assets, in business opportunities that
seem likely to pay off and provide economic security. Recent
estimates suggest that tens of thousands of investors|lose as much as
$500 million ayear to franchise and business opportunity fraud.

During fiscal year 1995, the Commission worked with state and
local law-enforcement officials from across the nation to launch a
major enforcement sweep, titled “Project Telesweep,” against the
perpetrators of business opportunity fraud. Nearly 100 cases against
defendants were filed concurrently by the Commission, the
Department of Justice, and state officials as part of this project.
Project Telesweep is so named because many of the pre-packaged
businesses at issue were marketed to investors over the telephone.
Participants in Project Telesweep also issued consumer bulletins on
how to avoid fraudul ent busi ness opportunities offered on the phone.

The Commission issued the Telemarketing Sales Rule, an
important new tool in the battle against telemarketing fraud.
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Effective December 31, 1995, the rule makes illegal virtually
everything that fraudulent telemarketers do to separate consumers
from their money. It also gives the 50 state Attorneys General the
ability to go into federal district court and get injunctive orders that
apply nationwide against fraudulent telemarketers.

The Marketing Practices Program al so stemmed consumer injury
that occurs when sellers fail to provide important information to
consumers. By enforcing the Funeral Rule, the Commissionimposed
sanctions on funera providers who failed to give consumers
information about choices and pricesfor all goods and services sold.
The Commission enforced the Franchi se Rule, imposing sanctionson
franchisees who failed to provide presale disclosure documents to
prospectiveinvestors, and the Pay-Per-Call Rule, imposing sanctions
on information providerswho sold information by telephone without
providing cost and other material information to consumers.

Service Industry Practices Program

The Service Industry Practices Program focuses on fraud in the
sale of goods or services as investments, and other fraud perpetrated
by telemarketers. Investment fraud caseschallengethe deceptivesale
of phony art, servicesrelated to government | otteriesfor FCClicenses
or oil and gasrightsto federal lands, jewelry-grade gemstones sold as
investment-grade stones, overgraded coins, precious or strategic
metal's, and stamps.

Telemarketing fraud results in billions of dollars of losses to
consumers every year. Estimates of consumer losses range from
$3 billion to $40 billion each year, in addition to the probable loss by
financial institutions of hundreds of millions of dollars. Over eight
billion telemarketing calls are made each year. Although the great
majority of these calls are legitimate, the potential for fraud is
€normous.

The Program aso seeks to increase law enforcement and
consumer awareness in the burgeoning area of internationa fraud.
U.S. consumers are increasingly being subjected to telemarketing
fraud emanating from outside the country. The Commission has
worked with both U.S. and foreign criminal and other law enforce-
ment agencies to successfully prosecute individuals perpetrating
cross-border fraud.

As part of its effort to combat telemarketing fraud, the
Commission maintains a Telemarketing Database with NAAG. A
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consumer hotline operated by the National Consumers League
receives about 6,000 inquiries per month from consumers who
believe they may have been subjected to a deceptive telemarketing
sales pitch. The NAAG-FTC Telemarketing Complaint System
contains information from over 45,000 complaints and grows at the
rate of over 11,000 new complaints each year. In fiscal year 1995,
this system was used by over 90 law enforcement agencies, including
the Federa Bureau of Investigation, the U.S. Postal Inspection
Service, the Department of Justice, and 43 state Attorneys General.
The complaint system assists agencies in determining enforcement
priorities, allowing them to target particular types of fraud and/or
specific geographic areas. The Commission updatesthe information
in the system daily.

The Program also focuseson health carefraud, seeking to prevent
health care providers from misinforming prospective purchasers
about the efficacy and risks associated with various health care
services. Deception in the marketing of health care goods and
services not only costs consumers money, it can also adversely affect
their health and well-being. Some consumers may beled to purchase
services that do not perform as advertised and delay treatments or
procedures that may be far more effective.

Recognizing that product standards and certifications are pro-
competitive only if the information they convey is accurate, the
Commission alsoinvestigatesthose using standardsand certifications
to deceive prospective purchasers.

The Bureau of Economics provides economic support to the
FTC's antitrust and consumer protection activities, advises the
Commission and other government entities about the impact of
government regulation on competition, and analyzes economic
phenomena in the American industrial economy as they relate to
antitrust and consumer protection.

The primary mission of the FTC is to enforce the antitrust and
consumer protection laws. In 1995, the Bureau of Economics
continued to provide guidance and support to those activities. Inthe
antitrust area, economists offered advice on the economic merits of
potential antitrust actions. Situations where the marketplace
performed reasonably well were distinguished from situations where
the market might be improved by Commission action. When
enforcement actions were initiated, economists worked to integrate
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economic analysis into the proceeding, to provide expert testimony,
and to devise remedies that would improve market competition.

Inthe consumer protection area, economists assessed the benefits
and costs of alternative policy approaches. Potential consumer
protection actions were evaluated not only for their immediate
impact, but also for their longer-run effects on price, product variety,
and overall consumer welfare.

Although the FTC is primarily an enforcement agency, it isalso
charged with analyzing data and publishing information about the
nation’ s industries, markets, and business firms. Much of this work
is undertaken by the Bureau of Economics. In 1995, economists
conducted studieson abroad array of topicsin antitrust and consumer
protection.

The Bureau of Economics also coordinates the Commission’s
Consumer and Competition Advocacy Program, which the
Commission uses to provide advice to federal, state, and other
regul atory entitiesconcerning theactual or potential economicimpact
of existing and proposed trade regulations.

Antitrust

In the antitrust area, economists participated in al investigations
of alleged antitrust violations and in the presentation of cases in
support of complaints. Economists also advised the Commission on
all proposed antitrust actions and provided economic expertise for
matters in litigation. These activities consumed the bulk of the
Bureau’ s resources assigned to the Commission’ s antitrust mission.

The Bureau al so maintainsasmall research program in support of
the Commission’s antitrust activities. During the year, one major
study wasrel eased assessing the competitiveness of thelong-distance
telephone market. Ongoing studiesincluded ahistorical examination
of amarket in which the FTC brought aprice discrimination case, the
aftermath of divestitures obtained in FTC merger cases, and areview
of the effects of mergers or asset transfers in the soft drink bottling
industry.

Consumer Protection
In the consumer protection area, economists eval uated proposals

for full-phase investigations, consent negotiations, consent settle-
ments, and complaints. Economists routinely provided day-to-day
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guidance on individual matters, provided litigation support services,
and made policy recommendations directly to the Commission.

Inadditiontothe Bureau’ sdirect support for individual consumer
protection case matters, staff economists worked on consumer
protection topics of interest to the Commission. Such ongoing study
work included an examination of the effects of food advertising
policy on the consumption of fats and cholesterol in the American
diet and areview of the interactions of food advertising, regulation,
and science from 1950 to 1989.

Consumer and Competition Advocacy

The interests of consumers are not always well represented in
some legidative and regulatory forums. Consequently, laws or
regulations are sometimes promulgated that harm consumers by
restricting entry, limiting competition, chilling innovation, raising
prices, or reducing the quality of goods and services. The goal of the
Commission’s advocacy activities is to reduce such harm to
consumershby informing appropriate governmental and self-regulatory
bodies about the potential effects on consumers, both positive and
negative, of proposed legidation, rules, industry guides, or codes.
The Advocacy program in the Bureau of Economics is the central
source of planning, coordination, review, and information for the
staff’swork in thisarea. During fiscal 1995, the Commission staff
submitted 14 comments to federal and state agencies. Comment
submissions have covered subject areas such ascompetitionin health
caremarkets, telemarketing fraud, occupational licensing, intellectual
property, public utilities, communications, and product labeling,
among others.

Budget and Finance

During fiscal year 1995, the Division of Budget and Finance
completed negotiations and executed a cross-servicing agreement
with the Department of the Interior for all Commission voucher
payments processing to be done by the Department of the Interior’s
Administrative Service Center (ASC) in Denver. The Division
worked with the Office of Management and Budget to allow the
Commission to extend a buy-out program, allowing the Commission
to further streamline its organization and staff structures.
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TheDivision of Budget and Finance managed the Commission’s
financial services, such as maintaining a general ledger accounting
system; issuing accurate and timely financial reports to program
offices, the Department of the Treasury, and the Office of
Management and Budget; and providing oversight of services
received from the Administrative Service Center. The Division aso
carried out Commission-wide management programs for audit
follow-up and reviewed and reported on internal controls. The
Division planned and carried out the fiscal year 1995 budget,
supported the fiscal year 1996 budget request through Congress, and
developed the fiscal year 1997 budget request.

Personnel

In fiscal year 1995, the Division of Personnel managed the
Commission’s human resources, which included such services as
recruitment, position classification, employeerel ations, performance
management, and labor relations. A significant accomplishment
during 1995 was assisting the Chairman in filling several key senior
positions, as well as providing advice and guidance to the Bureau
Directorsin making structural changesto their offices. The Division
of Personnel also continued to assist the agency in meeting the
objectivesof the National Performance Review (NPR). Specifically,
the Division negotiated and executed an agreement with the
Department of the Interior’ s Administrative Service center in Denver
to provide the Commission’s payroll/personnel services. This
outsourcing activity will give the Commission integrated
payroll/personnel capability as well as the ability to generate and
transmit time and attendance records and personnel action requests
electronically.

Procurement and General Services

In addition to providing the day-to-day administrative support to
the Commission, the Division of Procurement and General Services
completed several significant initiatives during the fiscal year 1995.
These accomplishments included six contract awards:

e programming support services,

* persona computers;
 various enforcement program support contracts;
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e consumer redress account administration;

 Agency for Internationa Development program evaluation
services for Eastern Europe; and

» warehouse and janitorial services.

The Division implemented an automated procurement system
acquired through an interagency agreement with the Department of
the Interior and completed arewrite of the procurement section inthe
FTC administrative manual.

Procurement and General Servicesalso completed several facility
projects. Theseincluded constructing a new document storage area,
installing a new fire alarm and sprinkler system, renovating the
elevators, and installing a new keycard entrance system.

Planning and Information

The Planning and Information (P&1) program continued to make
progresstowardsitsgoal of increasing Commission productivity and
effectiveness by helping agency programs and staff make use of
information systems and technology to improve the quality and
guantity of their work. Theoverarching strategy of usinginformation
technology to improve services and cut costs was adopted asamajor
management initiative beginning infiscal year 1995. Thestrategy for
meeting P& 1’ s goal has four el ements:

» installing and maintaining the infrastructure of modern systems
and other information resources that are necessary for the
Commission’s lawyers and economists to do their work;

e training and supporting Commission staff in the use of the
infrastructure as effectively as possible;

» working with program managers and staff to focus resources on
the Commission’s priority law enforcement and consumer/
business education goals; and

» coordinating and supporting a majority of the Commission’s
information retrieval and dissemination efforts.

The Commission’ sinformation management program continued
to be coordinated by three divisions of the Office of the Deputy
Executive Director for Planning and Information. However, during
the second half of fiscal year 1995, the P& program conducted an
extensive analysis of its organizational structure to seek ways to
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improve the information and technology services provided to
customers, including both Commission staff and the public. Along
with this effort, resources were devoted to P& | staff development in
the areas of project management and team effectiveness to build a
culture and methodology supportive of a customer-driven focus.
These efforts were in line with the program’ s strategic goals as well
as with the administration’s National Performance Review
recommendations to focus on customer service.

While P& devoted substantial resources to maintaining existing
information services, technologies, and legacy information systems,
fiscal year 1995 provided additional fundsto accel erate upgradesand
enhancements in several areas of the Commission’s information
systems and infrastructure. These include upgrades of desktop
workstationsand central computer resources and staff training on use
of the new desktop applications. With expanded resources, the
Commission also made significant progress on major project and
systems devel opment efforts.

Modern Systems I nfrastructure
P& 1’ s accomplishments supported the following objectives:

Expand Functionality of Commission Network and Desktop

P&1 began early in fiscal year 1995 with the Windows Desktop/
Open Network Computing Project. The Project objective was to
acquire and install by the end of calendar 1995 the hardware and
softwarerequired to meet Commission-widestaff needsfor improved
LAN services, Windows-based software, direct accessto Commission
data resources in various media forms, and Internet access to the
outside world. The upgrade was designed to provide the requisite
amount of power and capacity at the desktop, at the server, and at the
central computer to support future open network, client/server
computing for mission critical systems along with a graphical user
interface and L AN-based Windows applications.

In the process, a comprehensive redesign of the entire desktop
menu system and rel ated software optionswasimplemented, network
servers were upgraded, and each desktop was installed or upgraded
to a minimum 486 processor, 16-megabyte memory, and 540-
megabyte hard disk. To help staff become productive immediately,
written instructions and training were provided to all Commission
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staff in headquarters and in the 10 regions as they were upgraded to
the new environment. By the end of f