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PRENTICE P . PRUITT, Esquire, Florida Public Service 
Commission , 101 Eas t Gaines Street , Tallahassee, FL 
32399- 0863 , on behalf of the Commi ss ioner§ . 

ORQER DENYING AT&T COMHUUICATIONS OF 
THE SOUTHERN STATES . INC .' S PETITION fOR FURTHER 

RELAXATION AND ESTABLISHING TERMS OF CONTINUER OVERSIGHT 

DY THE COMMISSION : 

I. BACKGROUND 

As part of divestiture, it \.,ras d«:'creed that AT&T 
Communications of the Southern States , Inc . (ATT- C or the Company) 
would become a separate entity from the Dell System . Upon 
certification by the Florida Public Service Commission 
(Commission) , December 17 , 1983 , the Commission , by Order No . 
12788, deemed ATT-C the dominant carrier and determine d that ATT-c 
was to be subjected to rate of return regulation . Beca use a rate 
base had not been established for ATT-C, rates were set at t he 
level then in existence for Southern Bell . In addition , ATT-C was 
subject to the same r egulatory rules as the local exchange 
companies (LECs) . 

On May 24 , 1985 , ATT-c filed a request for a waiver of certain 
tariff requirements that were not being imposed on the other 
interexchange companies . The Commission , by Order No . 16180 , 
granted a portion of the r equests and allowed ATT-C tariff 
flexibility t o change MTS and WATS rates within ba nds . The caps of 
the bands were the existing rates and the floors were to be access 
charges, including the charges for billing and collection . 

On July 27 , 1988 , in r esponse to a petition filed by ATT- C, 
the Commission grantod ATT-C forbearance from traditional rate 
base regulation for a trial period of tw~ years . This decision , by 
Order No. 19758, issued Augus t 1988 , signaled a major s hif t i n the 
Commission • s r egulatory polic y toward ATT-C. The Commission i n 
that Order stated : " we are convinced that a truly competitive 
interexchange market can better achieve many of the Commission ' s 
obje ctives than can traditional alternatives such as rate base 
regulation ... " The Order also specified that ATT-C would continue 
to be allowed to change MTS and WATS rates between the caps and 
floors , but that it would be required to follow all tariff filing 
requirements, to continua to charge uniform statewide rates, and to 
c ontinue to serve all ports of Florida . In addition, the Order 
waived Rule 25-24 . 495, Florida Administrative Code, • . .,rhich 
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incorporates t h e rules outlining the procedures for ratt cases, and 
partially waived Ru le 25- 24 . 480(1) (b) for the portions rPlevant to 

t hose rules , Rules 25- 24 . 0175 and 25-24 . 0176, requiring 

depreciation repor ts . Finally , Rule 25 - 4 . 024 5 , requiring the 

filing of surveillance reports on a monthly basis, \las partially 

waived t o allow the f iling of these reports on a quarterly basis . 

On June 8 , 1990 , just prior to the conclusion of the 

experiment , set to e xpi r e July 11 , 1990, ATT-C f iled a Petition for 
Further Relaxation of Regulation of AT&T (Petition) which r equested 

that the Commission l ower its regulatory oversight of ATT-C and 

permanently forbear f r om r ate base regulation of ATT-C. Arguing 

that the object ives est abl ished in Order llo . 19758 had oeen met by 
the experiment , the Peti t ion asked that ATT-C be treated in the 

same fashion as a ll other interexchange carriers (IXCs) . 

Specifically, the Pet i t ion requested the waiver of Rules 25-
24.475(1)(b) , regarding Reporting Requirements for Service ; 25 -

24 . 480(1) (b) , regarding Accounting Requirements (USOA), including 
the requirement of providing annual r eports ; 25- 24 . 485(4) (d) , 

Establishment of Caps and Floors; 25-24.485(4) (e) , Provision of 

Cost Support for Tariffs ; and 25-24.495(1), Revenue Requirement 
Rules. 

The Petition also requested that any other requirements placed 
on ATT-C , but not on the other IXCs, should be eliminated . These 

include the following requ irements: carrier of last resort, Rule 

2 5 - 24 . 4 71 ( 4) (b) ; maintenance of statewide average rates; flow

through of switched access charge reductions to customers ; filing 

of quarterly earnings s urveillance reports, Rule 25- 4 . 0245; pricing 
of services a t or below established rate caps and above access 

rates , Rule 25-24 . 485(4) (d ) (2); providing tariff cost support when 
available , Rule 25- 24.485(4 ) (d) and (4) (e); tariffs not pres umed 

lawful when filed ; s pecia l contracts not presumed lawful when 
filed; meeting Commission ' s quality of service standards, Rule 25-
24 . 475 ; following the Uniform System of Accounts , Rule 25-

24 . 480( 1) (b) . 

Realizing that additional time '"as needed to evaluate the 

information gathered over the two year trial period, this 
Commission extended t he experiment through December 1991 by Order 

No. 23186. 

By Order No . 23997, issued January 16 , 1991 , we proposed that 
the regulatory requir ements on ATT-C should be further relaxed, 
although not to the degree requested by the Company. Both the 

Office of Public Counsel (OPC) and US Sprint (Sprint) protested 
Order No. 23997 and requested a hearing . By Order No . 24405 , 
issued April 22, 1991, we set this matter for hearing as a result 
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of OPC and Sprint ' s protests . The hearing vas held D~~ember 4-6 , 
1991 . Besides OPC and Sprint, MCI Telecommunications Corporation 
(MCI) and the Florida Interexchange Carriers' Association (FIXCA) 

intervened , although the l atter two chose only co f1le briefs and 
presented no witnesses . Witnesses were sponsored by ATT-C , Sprint , 
OPC , and our staff. 

II . SUMMARY OF FINPT~ 

This proceeding has addressed the appropriateness of granting 

ATT-C ' s Petition for further relaxation of regulatio n . ATT- C ' s 
Petition , in effect, has requested that it be treated as a minor 

!XC and not as the only major IXC . In general, ATT-C's Petition is 
founded on its position throughout this proceeding that all of the 
objectives set out in Order No. 19758 have been met during the 

forbearance trial. In ATT-C ' s view, this justifies the Commission 
granting it the further relaxation of regulation it has requested . 

Throughout the proceeding, the parties have generally agreed 

that the fundamental goal of forbearance has been to encourage the 
development of effective competition in the Florida intrastate 

interexchange telecommunications market. As we stated in Order No . 
19 758, it is this Commission ' s belief that obtaining a level of 
eftective competition will result in the achievement of the various 

objectives set out in that Order . These objectives arc adequate 
long distance service, uniform statewide average rates, and rates 
that are fair, just and reasonable. Other objectives were 

customers having access to new services introduced by the IXCs, and 
compcti tion being encouraged leading to lower prices, increased 
efficiency , innovation, lower regulatory costs, and the prevention 

of monopoly pricing. 

Therefore, this proceeding has been structured to address the 

following four basic issues: whether the various objecti vcs of 

Order llo . 19758 have been met ; what criteria are important to 
review to determine how to regulate ATT-C from now on; whether 

there remain serious barriers to effective competition in the 

Florida intrastate interexchange telecommunications market ; and 
how, in fact , based on our determinations on all of these prior 

issues , should ATT-C be regulated prospectively. 

The record in this proceeding has led us to c onclude chat the 
objectives we initially set out in Order No. 19758 , when we first 

established the forbearance experiment , have been met during the 
trial period . He believe there has been adequate long distance 
service provided to the citizens of Florida, there have been 
uniform, statewide average rates and the rates charged have been 
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fair, j u s t and r easonable . We be lieve customers have had access to 

new IXC services and tha t compe t ition among IXCs has been 

encouraged , \o.•hich has led t o lower pr icc!.> . Also, the record 

indica t es tha t the re has been an increa~ed level of efficiency and 

innovation, a nd that regulatory ~osts have been decreased . 

Based upon the r ecord , we ha ve determined t hat he appropr iate 

criteria upon which to determine how to regulate ATT-C 

p rospectively include a consideration of market dominance, based o n 

market s hare and market p ower. Also, other !acton; must be 

considered with market dominance t o determine the level of market 

power , includi ng pricing behavior by IXCs, case of entry into the 

IXC market , and the number of competitors comparable t o ATT-C . We 

have also d etermined that it is appropriate to consider , along with 

market domina nce, tho earnings of the IXCs .:lnd the financial 

stability of the competing IXCs, as well as tho quali y of service 

they a r c providing . 

\-.'c have utilized that critcna to analyze the record t o 

determine the level of market power exercised by ATT-C and other 

IXCs . He have also r e viewed the record to determine if t here 

remain barriers o effective competition in the Florida IXC marke t 

today. We ha ve found, generally, that there are still barrier s to 

effective competition in certain sub-markets , including the 

residential and smal l business ma r kets , as well as in the 800 

services market a nd the operator services market. However, the 

larger business market, though still dominated by ATT-C, is 

sufficiently competitive to j us t ify some further relaxa t ion of our 

r egulatory oversight of t he Company . As tho dominant carrier in 

the r esidential , smal l business, 800 services, and operator 

serv ices markets , where barriers to e1fective competitio n still 

exist , ATT- C requires great er regul~tory control than is necessary 

for the larger business market . 

Based o n the above findings , we find it is not appropriate t o 

grant ATT- C ' s Petition to be treated as a minor IXC. However, we 

do find it appropriate to further relax the regulatory require~ents 

on ATT- C. The specific terms of our continued oversight of ATT-C 

are set out herein, to be r evisi t ed no later than January 1, 1996 . 

II I . .EQ.RBEARANCE EXPERINfllT HAS t1!:.'T ITS OBJECTIVf~ 

Below , we discuss our findings regarding each o1 the 

objectives set out in Order No. 19758 . 
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A. Adequacy of Service 

The r ecord shows that over 96 percent of Florida ' s access 
l i nes have been converted to equal access . This provides most 
cust omers with a broader choice of carriers . As of year end 1990 , 
96 . 4 percent of Florida ' s access lines were served by equal access 
end offices , which s hows excellent progress . However, onl y 14 of 
the 22 equal access exchange areas (EAEAs) in Florida are fully 
equal access capable . Of that 14 , only seven arc cornpletely 
converted to equal access . Three more EAE/\s will become fully 
equal access in 1992 , and three more by 1995 . The remaining eight 
EAEAs do no t have a schedule for becoming capable and converted . 

The reason for this is that of the 13 local exchange companies 
(LECs) in Florida , only three are presently fully converted-
Southern Bell Telephone and Telegraph Company (Southern Bell), GTE 
Florida Incorporated (GTEFL), and Central Telephone Company o1. 
Florida (Centel) . ALLTEL Florida, Inc . (ALLTEL) and Vis a - United 
Telecommun ications (Vista-United) arc scheduled o convert fully in 
1992 a nd United by 1995 . Of he remaining 7 LECs in Florida , fi ve 
are fully equal access capable and have been so since 1989 . These 
LECs, Gulf Telephone Company (Gulf), Quincy Telephone Company 
(Quincy) , Indiantown Telephone System , Inc. (India nto.,m), Southland 
Telephone Company (Southland) , and Northaas Florida Telephone 
Company , Inc . (Northeas t), will convert as soon as a request is 
received by a n IXC . No IXC has yet requested aqual access . Th~ 

r emaining LECs, St . Joseph Telephone & Telegraph Company (St . Joe) 
and Florala Telephone Company (Florala), arc both partially equal 
access capable , but hove no plans for further capability or 
conversion. 

There are 12 0 certificated IXCs , ten of which ore facilities 
based carriers . However , there are 57 resellers , many of which are 
reselling ATT-C service , thus providing service at close to the 
same level , if not the ::.arne, as ATT- C. The average number of 
carriers per central office is 16 . However , in some areas there is 
only one carrier , ATT-C . 

Improvements in equipment have occurred, such as the use of 
fiber opt.1.cs and the inst llation of Signaling System 7 (SS7) . 
ATT- C' s fiber miles increased 60 percent, with nearly 100 percent 
of switched traffic being carried over digital faciliti~s . 

Based on Commission data, complaint activity for all long 
distance companies , excluding alternative operator services (AOS) 
providers , has been declining from 1988 to 1990 . The figures for 
1988 , 1989 , and 1990 are 1006 , 957, and 858, respectively. For the 
first six months of 1991 , there were 561 complaints against IXCs . 
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Of these , 314 were serv ice related such as service outages, dela)ed 
restoration of service , i mproper disconnection , and business office 
problems . Complaint activ ity for ATT-C decreased from 195 during 
1988 to 145 in 1990. The record also indicates that the percent of 
uncompleted calls for ATT-C has dec reased by 23 percent during the 
forbearance tria l. While compl aints have been shown t o decline , it 
should be noted tha t o n a n a nnualized basis, the trend to fewer 
complaints may not continue . This is also true for ATT-C who had 
122 complaints for t he first six months. 

Upon review of the record, based on the percentage o f 
Florida ' s access lines converted to equal access, the number of 
IXCs providing services , the l evel of complaints received by the 
Commission, a nd improvements in facilities , we find that 
intrastate/long distance service is adequate for all Florida 
customers . 

B. Uniform Statewide Rates 

This Commission has order~d that ATT-C maintain uniform 
statewide message t oll service (HTS) ra es. \.hil e AT'I'-C ' s Petition 
requests that this requirement be e1 imina ted, 1\TT-C ' s witness 
Spooner states that ATT-C has no plans of abandoning the practice . 
We find it appropriate herein to require hat ATT-C continue to 
provide statewide uniform MTS rates. 

C . Rates That Are fatr. Just , a nd Rca~onnblc 

During the i n itial forbearance trial, ex1sting r ates for MTS 
and WATS , adjusted by access charge reductions, were considered the 
appropriate caps , and the floors for these services were 
" .. . aggregat e access charges plus billing and collection ." The 
idea behind setting caps and floors is that preventing pricing 
above the cap would keep rates reasonable and preventing pricing 
be low the floor would defea attempts to predatorily price . 

The terms " fair , just , and r easonable " rates typically r efer 
to rate base regulation with rates set to generate a fair rate of 
retur n. This does not apply here since there has never been a 
traditional rate case for ATT-C in vlhich its rates have been set to 
generate a fair rate of re urn . 

\«le have requir ed ATT-C to pass through access charge 
reductions, a requirement not placed on its conpctitors. While the 
majority of ATT-C ' s rate reductions h~ve been the result of flow
throughs , many of its competitors have followed the Company ' s r ate 
reductions. 
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Specif ic complaints a bo ut ra t es would be expected to come !ron 
compet itor s of ATT- C. One woul d expect these to be that rates are 
no t t oo high , but are t oo l ow and , thus, predatory . However, such 
compl aints are no t in e v idence in this record, although Sprint ' s 
witness Albery e xp r essed concern t hat predatory pricing could 
develop if the r equirements that ATT-C price services auove cost~ 
a nd provi de t ariff backu p and cost support are removed . 

The decl i ne i n r a t es by ATT- C, and the indication that the 
other carr ier s t rack their rates to ATT-C, suggests that Florida 
customer s a r e receiving service at 1 air, just, and reasonable 
rates . 

D. Access to New Services 

ATT-C ' s witness Spooner lists many new services or 
enhancements to existing services introduced during the trial 
period . These new services include One Line WATS , Accunet Spectrum 
of Digital Services (ASDS), Multiquest , and Sw1 ched 56/64 Service 

Enha ncements include volume pricing plans for Meg Com WATS , 
Megacom 800 , a nd 800 Readyline ; a two year rate stability plan for 
Accunet Tl . 5 ; t he i ntroduction of a 24 hour plan and 1/2 hour plan 
for ReachOut Florida ; r emoval of the $70 . 00 minimum usage charge 
for WATS/800 ; for Soft wa r e Define d Network (SON) service, the 
introduction of Schedu le D offer i ng a lower usage rate for calls 
bet ween specified local access transport areas (Ll\TAs); the 
introduction of SON Schedule E allowing end to end digital 
transmission at 56 and 64 kbps; and for AllProWATS in Fl o rida , the 
introduction of sub-minute timing of calls . 

In add i tion, accor ding to wi tner:s Spooner, AT1' - C' s fiber miles 
i nc r eased 60 pe r cent with a lmost 100 percent of switched traffic 
carr ied ove r d i gita l faci l i t ies . ATT- C ' s witne~s Spooner noted 
that " ( d ) igital faci lities pro v ide our customers with clearer voice 
connections a nd f o s t er more error-fr ee da t a transmission . This 
t echnology a l lows AT&T to offer t he new services and service 
enhancements for voice , data and video . " 

We believe t hat the evidence demonstrates that ne~ services 
are being offered and available from many carriers . In addition, 
ATT-C is not always the leader in the introduction of new s e rvices. 
For example , Sprint introduced Dial 1 \.JATS prior to AT'l-C offering 
One Llne HATS . 
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E. Encouragement of Cornp~tition 

All part ies agreed that the main issue of this proceeding is 
whether there is effective competition in the Florida intrastate 
IXC market. The evidence in the record suggests that effective 
competition is developing . As an example, equal access in the 
state is approaching 100 percent . \~here equal access is in place , 
customers are not locked into an individual c~rricr, but are able 
to make a choice. 

Based on his analysis of intrastate revenues as reported to 
the Commission in Regulatory Assessment fee reports , ATT-C ' s 
witness Mayo states that ATT-C ' s market share has dropped from 81 
percent in 1985 to roughly 63 percent in 1990. Data for 1991 wa~ 
not submitted i nto the record with one exception . Sprint ' s witness 
Albery did examine ATT-C ' s market share as compared to MCI 's, 
Sprint ' s, Microtel, Inc. ' s (Microtel ' ~) and 'l'ranscall America, 
Inc., d/b/a as ATC Long Distance (ATC/Transcall) for the period 
1986 to 1991 . He stated his examination indicates ATT-C ' s market 
share is beginning to increase. However, the document containing 
his results indicated that his examination of rnarY.et share was not 
exhaustive. 

Based on originating minutes of use da a tor the period June 
1988 to June 1991 , submitted by the LECs, ATT-C experienced d 

decline in intrastate switched access market sh<lre between June 
1988 and June 1990 . The Company lost 1 5 percentage points, 
reducing its market share from a high of 77 percen t to 62 percent 
at the end of the two year period . The percentage ch~nge for the 
period from June 1988 to June 1989 was 7 points and f or the period 
June 1989 to June 1990 was 8 points . ATT-C • s g reatest decl inc 
continued to occur in daytime usage, which fell 21 percentage 
points for the two yea r period, while its evening and night/weekend 
usage for the same period declined 11 percent each . 

Another indication in the record that demonstrate~ that the 
level of competition has increased is the fact that ATT-C's 
marketing budget increased by 23 percent 1rom 1990 to 1991 . 

According to Standard and Poor ' s reports, the net 1ncomes of 
MCI and ATC/Transcall have increased over the trial period . Sprin t 
i~ not reported separately but is included in US Telecom, which 
also had an increase in revenues over the same period . 

Both MCI and Sprint indicate that competition is occurring . 
Sprint has indicated that it was not deterred by the forbearance 
trial from competing with ATT-C . However, OPC ' s wi ness Shepherd 
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testified that, in his view, only '' .. . some compe tition has 
developed in some parts . .. " of the mnrket . 

ATT-C contends it faces substantial competition ns manifested 
by the 12 0 certificated IXCs. OPC ' s witness Shepherd does not 
agree on the basis that only three of these firms offer significant 
competition a nd the rest are "insignificant". 

\'1e believe that rates or price changes are indicators of 
competitive behavior in the interexchange market . ATT-C and Sprint 

provided substantial information on services that have had a rate 

change , both a decrease or increase . The majority of ratn changes 
for both companies were decreases, although many of ATT-C ' s were 

the result of passing through access chatge reductions. HCI 
indicated that the majority of its rate changes were decrenses . 

ATT-C had several promotions during the trial period , 

providing lower rates for existing and potential cus tomers . ~ 
instituted pricing plans which provided discounts or sub-minute 
billing during the trial period. 

ATT- C' s operating expenses for the years of the trial were 
$588 , 574 ,000 in 1988, $515,759,000 in 1989 , a nd $ 54 3, 854 , 000 in 
1990. In addition , witness Spooner states that " ... telephone plant 
operations expense per 10, 000 conversation minutes has declined 
over 15 percent". It appears the company ha s managed to reduc. e 

expenses, but whether or not that is due to increased efficiency is 

not clear . As an example, the extent to which these reductions are 

due to access charge reductions is unknown. Also , while expenses 

dropped in 1989, they rose in 1990 . Consequently, it is difficult 
to assess just how much efficiency has occurred, and the extent to 

which it will continue. 

MCI states that competition ha~ inspired the development and 
introduction of new technologies and this new equipment offers 
improved transmission quality. Sprint 's witness Albery agrees hat 

competition has encouraged the introduction of technological 
advances . As witness Spooner indicates, these improvements lead to 
greater efficiency by requiring less maintenance at less cost. 

ATT-C, MCI, and Sprint are in agreement that innovation has 

occurred and that the pr1mary driver has been competition . Sprint 
offered System Signaling 7 (SS7) as one (;:Xample . ATT-C listed 

several examples including, but not limi t.ed to, use of fiber, 
increased transmission speeds due t.o advanced lightwave systems, 
Integrated Services Digital Network (ISDN) , wideband technology, 
and photonic switching technology . 
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ATT-C , Sprint, and MCI \-Jere asked what it cost t o file the 
aver a g e tariff with the c ommission, including t a riffs tha t are 
approved by the Commiss ioners at agenda conferences and tarif fs 
that are handled administr ative ly by the staff . ATT- C and HCI 
stated t h a t the y could not quantify the cost . However, Sprint 
provided estimates of $1, 500 a nd $275 , respectively . Assuming 
ATT-C exper i ences the same expe nse , this s uggests that allO\oling 
ATT- C to change rates within caps and floors withou t needing t o be 
appr oved a t age nda conferences would reduce regulatory costs . 

Witness Spoone r s tated that ATT- C ' z competitors can install 
ne w service offerings without cost j ustification . MCI indicated 
that for ATT- C the " . .. potential for cross subsidies be tween 
serv ices or markets e xis ts" through ATT- C ' s contract service 
arrange,ents a nd bundling prac tices . This implies that customer s 
of the services providing the subsidies are being charged monopoly 
prices . Sprint also pointed out che bundling of less competi tive 
services with more competit ive services in individual c ustomer 
contracts by ATT-C . For example, ATT-C has been bundling 800 
serv ices i n with the other service offerings in its individua l 
customer contracts . 

It is possible that monopoly pricing will occur when the 
market is an oligopoly as opposed to a market having a single firm . 
Witness She phe rd contends that rather tha n the market evolving into 
a competitive one, the market structure is best c haracterized as a n 
oligopoly . In s upport of this cont ent ion , \litness Shepherd note s 
that following divestiture, price differentials were quite large . 
The price differentials are now " . .. in the range of 5 , 4, 3 , 
percent .. . [suggesting) a set.tllng in, a tendency to\ola rdz prices 
snuggling together ... " 

IV. RELEVANT CRITERIA 

The part ies identified t he following as a fundamental issue of 
this proceeding : 

What are the relevant criteria the Commission 
should consider in deciding whe ther and how to 
regulate ATT-C and the IXCs? For example, 
should the Cvmmission consider market 
dominance , market power , earnings rates , 
rates ' effect on the level of intrastate 
interexchnnge competition, e tc. ? 

Based on the evidence in this record, 
commission should consider market dominance , 

we find that this 
as based on market 
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sh~re and market power , as one set of relevant criteria . H~wever , 

other factors s h ould b e considered with market d omi nance to 
determine the level of market power . These other f actors are 
pricing behavior, ease of e ntry , number of comparable competitors , 
earn ings , financial stability of competitors , and the quality of 
service pr ovided . We discuss each of these cri eria below . 

A. Relationship Between f'iarkct Domi nqn~~ 
Market Share . Market Pow'r 

Examination of marke t doninance through no.~rket ~hare will 
provide i n formation on the potential of market pov:er . How<?ver , 
market power and ma r ket dominance are not by thenselves di Lpos itive 
of the issu e of the exer cise of market power . Additional criteria 
must be exam1ned t o determine whether narket power is being 
exercised . We find market power and market dominance , as measured 
by market share, are r elevant crite1. ia becnuse the exercise of 
market power may hinder continued advancenent o·.:a rd neeting the 
objectives of this experiment. 

ATT-C defines market power a~ the abil1ty of the producer to 
set prices a t supra-competitive levels. Sprint defines it as the 
ability to control prices . OPC defines narke power as he ability 
to raise prices h ighe r than they would o hen:1se be ... " The 
parties have d e fined market dominance in var1ous ways, including 
a firm having a relatively large market sh~rc, and a lirm having 
g reater tha n a 50 percent share of the marke . 

To clarify our use of the terns, \:e 11nd the appropriate 
definition of market power to be ATT-C's witness 1-loyo ' s , the 
ability of the producer to set prices at levels hlgher than would 
be found in a competitive environment, or uL supra- competi tive 
levels . We find monopoly p ower and market power to be the same . 
We find OPC ' s witness Shepherd ' s definition of marke t dominance to 
be appropria t e : a firm with " ... a market share of over 40 t o 50 
percent with no comparable rival . " He lind market share is best 
defined by Sprint ' s witness Albery as the " ... pcrcen ngr> of a 
market c ontrolled by any one firm." 

He find market sha~e t o be a measure of market doninnncc which 
can in turn indicate the potential ot exercising market power . A 
position of market dominance docs not necessarily mean that market 
power i s being exercised . Dominance is only a term cescribing the 
amount of market share . 

The participants in this docket arc not proposing that market 
share should be the sole det~rminant in evalua 1ng the level of 
competition. 
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ATT-C ' s witness Mayo argues thac market share , by its~lf , i~ 
11 

•• • ne ither a surf icicnt standalone statistic no r t.he • primary ' 
statistic . 11 \H tncss Mayo a 1 ao cont.cnds that mar}tct sh~re can yield 
distorted res ults in an i ndustry previously heavily regulated . 
This is because a firm • s market share ~ay be the result of the 
firm ' s position at the time of regulation. 

OPC ' s witness Shepherd lists several criteria one should usc 
in evaluating market power including market sh.tre, number of 
competitors , characteristics of the competitors, ease o1 entry , and 
the leading firms degree of prof itabillty . Ho\.ever, he views 
market share as the primary determinant in analyzing a ma rket 
stating that 11 ( t)he Commission needs to fix its attention firmly on 
these (additional criteria) - p~rticularly m.trkc~ share - and not 
be distracted by irrelevant or secondary iniornation . " 11arket 
share, in his view, is a " .. . primary fact that lPdicates possible 
mad:et dominance ." 

Sprint ' s witness Albery, in discussing the dor.~inant firm , 
relics heavily on market share as the mcusurc of dominance . 
Focusing on ATT-C, he states "· .. ATT-C control~ he vast majority 
of the market as measured in any rnean1 nc; 1 u 1 \:ay." In his 
di scussions, when referring to measuring he nur~.ct: , I.e utilizes 
market share . 

We find market share to be the most signitican measure of 
potential market power . 

B. Determination of Sub- Markets 

1. Existence ol Sub-Markets 

The existence of a single market as opposed to a market 
consisting of several segments was the subject of controversy 
throughout this docket. ATT-C argues that there is a single 
interexchange market and that the var1ous services prov1ded by ATT
c and its competitors fall within th it; markf't . OPC ' s witness 
Shepherd agrees that the market under discussion is the intrastate, 
interexchange service market . However , he indica es that there are 
segments of this market. ~print ' s witness Albery takes the view 
that there arc separate markets for individual ~crvices or service 
types. When asked if effective competition exists 1n th~ Florida 
interexchange market , witness Albery responded that he believed it 
did not exist in all markcto . He continued Lo identify such market 
caLegories as MTS, 800 services , and dedicated outgoing services 
such ilS Megacom. When asked as to whether or not he was referring 
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to submarkets, witness Albery confirmed that he was rcf~rring to 
separate markets . 

Although the concept of a single market may be correct in the 

academic sense, we find such a distinction of little importaPce to 
this proceeding . We fi nd the customer base in these markets must 

be examined individually . For example , the broad interexchange 

market can be broken into three segments ; r esidential/small 

business serv~ces, 800 serv ices , and large volume services. These 

segme nts can be furt her separated on the basis of ~ervices such as 

MTS for the residenti al/small business segment . Whether o ne refers 
to this segmentation as submarkets, separate markets , or portions 

of the market is a matter of semantics . \Vhatever the term there 

a re differences in each customer category and services a r e 
differentiated to accommodate these ca t egories . 

ATT-C' s \-l itness Hayo responded posi t i vely when asked if 

r esidential and business are both part of the same market and that 
they face the came level of competition. Yet , the Company 

obviously tracks these individual c a tegories . Hhen asked about 
what percent of residential and s mal l business custome r s typically 
make no calls during a given month, the Compa ny res ponde d with 

figures of 58 percent to 64 percent. Witness Mayo also s pecified 

that " . . . 11 pe rcent of the r esidential custome r s generate more than 
65 perce nt of the revenues. Similar statistics point toward a 
skewed demand for businesses . " In addition, ATT-C ' s marketing 

information shows marketing efforts for several targeted markets, 
including r esidential/small business, multi-locat~on business , and 

large r volume businesses . 

Sprint 's witness Albery said that competition had evolved in 

the large business market more quickly than the r esidential and 

small business markets because a sm~ll discount influences large 

volume users more tha n the r esid e ntia l user. Also, witness Albery 

points out t hat lar ge volume cust omers often make us c of 

telecommunications managers with knowledge of how the system works 
and are able to change carriers quickly . This suggestion tha t the 
large business market faces competition to a greater degree tha n 

other markets i s also expressed by OPC's witness Shepherd . 

2 . Measur ement of Market Share 

Al l parties agree that no single measure of market s hare is 
a ppropria te but that one s hould examine a number of met.lsures . 

However , each party had a dis t i nct idea as t o what should be the 

"primary" :neasure. 
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Sprint ' s witness Albery argue~ that demand based measures such 

as " ... minutes of use , r e venues, and presubscribed lines .. . " are 

the appropria t e measure . OPC ' s witness Shepherd contends that 
revenue is the correct measure of market shnre . Both OPC and 

Sprint argue that this is because r evenues represent the firm ' s 
success in obtaining sales in the market. 

ATT-C ' s witness l1a yo docs not agree that revenues are the 
primary measure of marke t share . However , in doing his analysis of 

ATT- C' s declining market share tre~d, ho used revenues from the 
Regulatory Assessment Fee reports . 

Minutes of use measures have been the subject 0f some 

discussion in this docket. Sprint's witness Albery believe~ that 
minutes of use will yield comparable results to using revenues. 

However , OPC ' s witness Shepherd believes thi-; measure rnay be 

biased . For example , he notes that he had "· .. considered minutes of 
calling measures , a nd [found] that because the revenues from 
traffic differ , at least moderately, those minutes will give AT&T 
a lower measured ma r ket share than will the revenue measures ." 

Dur i ng che forbearance period , the LEes were asked to submit 

a semiannual r eport documenting ATT-C' s intrastate originating 

switched minutes of use for the period . They also included t otal 

intr astate origina t i ng switched minutes of use . An analysis of 
these data i ndicate that, at least based upon thi~ measure , ATT-C ' s 

market share has declined from 77 percent to 62 pPrcent from Jun 

1988 to July 1990 . 

ATT- C ' s witness Mayo argues that the correct measure of market 
share is capacity . This is because " ... capacity-based market share 

figures reveal the ability of existing firms to expand output or 
service availability in response to a n attempted price increase by 
the firm whose market we a re assessing. Consequently , such figures 

more accura t ely signal the ability of the market to e n forcP 
competitive pricing be havior." Capacity, to witness Hayo, is 

appropriate in markets that are regulated . This is becau~e 

" ... where the amount of competitors ' capacity is large relative to 

current output , t he u se of minutes-of-use or revenue-based market 

shares will generate an upwardly biased indicator of the amount of 

market power of any inc umbe nt firm ." 

Witness Albery considers capacity t o be questionable because 
capacity is not useful i n an industry where tho output is not a 
storable product. This is because>, he st.a tes, in a market of 
storable products, cxce~s capacity of one competitor will be put on 

ho market by the competitor in response to a price increase by its 
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compcti tion . But i n a non-s t orabl e product marke t , cor-pet i tors 
cannot create excess capacity to r espond to the price incr ease . 

Witness Shepher d considers capaci ty a biased measure o f market 
s hare . Th is is demonstrat ed, he sta t e d , when i t is noted that if 

o ne measures ATT- C ' s mar ket share using minutes of u se , r e venues , 
a nd capacity , capacity is considerably sma ller tha n the first two . 

Capacity, while it should not be ignored, can be a 

misr epr esenta tive measure . This is particularly the case when 

dealing with digital equipment. As witnt!ss Spooner points out, 
technological gains are being made to dramatically improve both the 

usc of copper and fiber and increase the carrying capacitj of the 

network . Consequently, s hould no addi t ional transport facilities 
be ins talled , the existing f aci li ies ' carrying capacity today i s 
substantially different than i t will be t omorro\: . Also, having 
capacity and having it fill e d are two different things . We agree 

with witness Shepherd in that it reflects the " hope of winning 
sales " not actual sa l es achieved . 

We find r e venue is the best measur e of market share because it 
reflects marketplace s uccess . We also beli eve th~t using switched 
minutes of u se to d e termine market share is a reasonable device for 

compar ison with r esults using reve nues . Unlike r evenues which 
prov1de a clear link to sales, switched ninutes of use act as an 

indirect measure of sales and thus , can be a r easonableness check 
for measurement of revenues. 

c . Pricing Behavior 

The notion of competitive forces o n r ates is that a s 
compe tition increases , prices are drive n t o margi na l cost. 

Therefore , rate changes s ho u ld signal changes in market conditions . 
For exa mple , an increase i n rat e s may indicate the exer cise of 

market power while a decrease in rates may indicate increased 
competitive pressures . However, this action does not always 

reflect what is actually t aking place in the market . Prices can 
rise due t o increased costs and the y can fall i n an a ttempt to 
drive competitors f rom the market . Additionall y, in the case of 

ATT-C, rate c hanges can be the resul t of changes in access c harges 
which, by Commission manda te , arc t o be passed through o n services 

us ing swi t ched access. 

\Htnesses Mayo , Sh epher d, and Albery all provide numerous 
discussions on prices and thei r r elation to the market. In his 
discussion on the i mportance of supply in a nalyzing the market, 
Witness Mayo notes that supply will "· . . influe nce market price ." 
( Emphas i s added) Wi tnesf:i Shepherd assesses ATT- C ' s pricing 
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strategies as they reflect competition . For example, he rotes thut 

ATT- C can use strat egic pricing to pick " . .. the eyes out of the 

market ." Sprint ' s witness Albery, emphasizing the importance of 

price , notes price lcader~hip and other firms ' reac tion to price 

changes reflect the market ' s ability to discipline no n-competitive 

pricing behavior . 

We find that c hanges in rates (price) is a reasonable 

criterion for review in determining the compet1tive condition of 

the market, primarily due t o the link between prices and sales . 

However, because changes i n rates can occur due to other than 

changes in the level of competition in the m~rket, other factors 

must also be examined . 

D. Barriers to Entry 

ATT-C wi ness Mayo emphasizes the usc of barriers to entry , 

stating, " ... 1.gnor ing entry /expansion conditions and , instead , 

focusing on market share , totally specious conclu!:ions may be 

r eached. " He also notes that " ... since divestiture , we have had 

be tween 20 and 40 firms entering the market every year" and that 
the Commission has refused only a small number of the 180 plus IXC 

certification applications it recci ved since divestiture and " this 

indicates that regulatory barriers to entty are absolutely 

minimal ." 

Sprint ' s witness Albery agrees that ease of entry should ~e 

examined but " . . . given limited weight ." He sees as "structural " 

barriers to effective competition demand charncteristics such as 

cus tomer loyalty , lack of 800 number portability, and ATT-C' s 

advantage in operator services . 

OPC ' s witness Shepherd indicates that entry should be reviewed 

in conjunction with market share. He says barriers to entry are 

" · .. customer loyalties, control over essential faci lities, 

difficulties in raising funds , lags in adjustments, and incomplete 

information ... " 

ATT-C ' s witness Spooner considers the percent of access lines 

equa l access converted to be an indicat or of the lack of bn rriers 

to e ntry , pointing out that the state is 96 percent equal access 

converted and 97 percent capable. 

ATT-C ' s witne.Js r1ayo includes number of firms in his criteria 

of examining the supply capabilities. He believes the number of 

firms currently in the m rket indicate that barriers are low . He 

also notes that 28 firms had entered the oarket in 1991 , and that 

at the time there were 120 certificated IXCs in Florida . 
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We bel ieve that the existence of barriers to entry play a 
major role in curtailing competition . Therefore, we find that the 
existence of barriers to entry is a criterion that should be 
considered in determining how to regulate ATT-C. 

E. pumbcr of Competitors 

OPC ' s witness Shepherd proposes that 11 
• •• (e)ffective 

competition usually r equires a least 5 or 6 strong rivals , of 
comparable resources . Only if there is genuine parity will they 
apply strong competitive pressures ... 

Although we find the number of providers of value i n 
establishing the level of competition in a market, that alone is 
inadequate . Only 10 of the 120 certificated IXCs arc facilities 
based carriers . Resellers require facilities be in place to 
provide their service . In addition, resellers are customers of and 
provide revenues to the large carriers . Therefore, we find the 
number of competitors to be a criterion tha t should be considered 
in the determination of the degree of market power exercised by 
ATT-C. 

F . Earn ings and Financial Stability 

AT'l'-C believes earnings arc an inappropriate criterion for 
determining effective competition because, in a competitive market, 
earnings nay be either high or low . However , OPC ' s witness 
Shepherd states that, in examining a market for effective 
competition, one should look at the leading firm ' s degree of 
profitability. 

ATT-C ' s surveillance reports for the period June 198& t o June 
1991, indicate that the Company ' s return on equity (ROE) has been 
fairly volatile . For June 1991 , ATT-C's ROE wa s 11.23 percent, 
close to December 1988 ' s ROE of 11 . 43 , ~ut considerably less than 
the peaks during the period. In June 1989, the ROE was 10.18. By 
December 1989 , the figure had risen to 26 . 70 percent. In June 
1990, the figure changed little at 25 .02 p~rcent and for December 
1990 it was still high at 22 . 25 . By June 1991, just prior to the 
company petitioning for further relaxation , its ROE had dropped to 
11.23 percent.. 

Exam1ning the national ROEs for the four largest IXCs 
operating in Florida reveals that ATT-C, Sprint, and ATC all h<ld 
similar earnings . MCI, on the other ha,d, had demonstrably larger 
earnings for 1988 and 1989 than any of the other three . 
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We find return o n equity to be an appropri~te criterion in 
assessing the degree of competition . However , a high RO.:: for a 
given period cannot by i t self be construed as a n indication of 
abuse of market power. I n ~ competitive market , one would expect 
to see volatile earnings rates. A high ROE sustained over a long 
p e riod of time , might indicate that an examination of that IXC ' s 
pricing and other competitive practices is in order . 

According to Standard a nd Poor's, ATT-C ho lds the highest 
r ating of the fou r carriers . ATT- C ' s is A-, while HCI's and 
Sprint ' s are B. ATC is not rated . These ratings are used by 
lenders i n determining the risk in lending funds to firns . Given 
this , ATT-C does enjoy an advantage in the tunding markets . 

Should any of the competitors be predatorily pricing , hdving 
access to a pool of funds t o sustain the practice would provide an 
advantage . However, we believe thi s cr it r ion is probably most 
appropriately used in determining a f irrn ' s " ~t.ly ing power " i n a 
market and docs not necessarily i~dicatc the exercise of market 
pov.•er . 

G. Quality of Service proyi~~ 

Section 364 . 337 , Florida Statutes, provides that one crit e rion 
the Commission shall consider in investigating the level of 
competition is the quality of service ava~lable from al t ernative 
suppliers . 

ATT-C ' s witness Spooner states that AT'r-c •s competitors ' 
" ... product lines as well as their service [have) improved ." On 
the other hand, Sprint witness Albery considers ATT- C ' s direct 
connections to e nd offices , a benefit from pre-divestiture days , an 
advantage in quality because direct connection allows faster ca ll 
set up time which may be perceived by the end user as better 
quality. 

Despite Sprint ' s concern over direct connection of ATT-C to 
end offices , we believe that the overall quallty of service for the 
larger IXCs is relatively comparable . In this market where there 
are a number of facilities-based carriers , if the c ustomer docs not 
like the service , h e can S\olitch . Yet, if 1991 figures are any 
indicator of customer behavior in previous years, many of those 
customers electing to change to a carrier other than ATT-C have 
been reluctant to return . In addition, for those cuscomers not 
enjoying a n alternative , ATT-C's witness Spooner has noted that 
ATT-C ' s service quality has consist~ntly exceeded this Commission's 
rule requirements. 
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11 . Conclusion 

He find that the appropriate criteria are market share based 
primarily on revenues , secondarily on minutes of usc , and thirdly, 
capacity. However , market share alone is not appropriate to 
determine effective competition. Other critical criteria are 
pricing behavior, barriers to entry, the number of competitors , 
earnings, financial stability of competitors, and quality of 
service provided . 

V. BARRIERS TO EFFECTIVE COMPETITION 

A. MTS Service 

As a proxy for specific Florida MTS service market. share data, 
we have utilized the IXC switched access minut es-of-use data by 
time of day subnitted into this record . It is generally known that 
reside ntial and very small business customers are the typical users 
of MTS service and that the majority of business calls are 
conducted during the day period , and that the majori ty of 
res ~dential calls are placed in the evening and night/weekend 
periods . 

Based on our review of this data , ATT-C still has well over 50 
percent of the total Florida market . The statewide market share 
data by time-of-day, however, shows that between June 1988 and 
December 1990 , ATT-C ' s daytime market share fell by 20 . 66 percent, 
its evening market s hare fell by only 10 . 54 percent , and its 
night/weekend market share fell by only 10.27 percent . We conclude 
that the minor IXCs have made greater inroads into ATT-C's daytime, 
or larger business , market share, than they have into the 
evening/nighttime, or r esidential market share . '!'his pattern holds 
true for ATT- C ' s market share in each LEC territory. Moreover, all 
other IXCs have a combined market share ranging from a low of about 
6 percent i n the equal access small LEC territories to a h igh o f 
about 30 percent in Southern Bell ' s terr i tory . In order to consider 
ATT-C non- dominant in the rcsidentiel mflrket, the minimum minor IXC 
market share should be about 40 percent in the night/weekend 
period . ATT- C is thus still dominant (over 40-50 percent marke t 
share) in the residential market . 

Based on the record , the difficulties that IXCs experience in 
gaining a significant share of the MTS market stem from small 
volume user inertia and ignorance , ATT-C ' s size and long standing 
presence relative to other IXCs, as well as the fact that there are 
very few truly vigorous players . Also, the tendencies of minor 
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IXCs to follow ATT-C HTS prices contributes t.o their difficulty in 

gaining a significant share of the MTS market . 

Most reside ntial users • oll bills are not a significant 

enough household expense to take the time and effort to educate 
themselves about the choices available . The information is too 
difficult to obtain , and probably too confusing , to make it 

worthwhile . ATT-C is perceived to be a reliable provider . 
Moreover, there is so little difference in current MTS prices that 

for the small user , there is very little to save by going to 
another carrier . 

Sprint argues that IXCs • efforts to gain market share are 
generally hampered by the expense involved in making custc-mers 

aware of alternatives and overcoming ATT-C ' s powerful serv1ce 

quality advertising . This is especially true in the small volume 
market . As long as ATT-C retains its image of reliability , good 

service , and high transmission quality, small volume customers will 

remain satisf i ed and will not actively qeek out al ernatives . IXCs 
must use aggressive marketing techniques to woo them away from a 

satisfactory carrier, and this 1s difficult to do =ost effectively . 

Although Sprint testified vigorously on ATT-C's access 

advantages and the fact that ATT-C promotes its superior quality of 
service in heavy advertising, this Commission regularly audits and 

tests for basic service quality performance for all IXCs . The vast 
majority of IXCs exceed Commission standards on all performance 

requirements . We do not view actual quality of service differences 

as major barriers to effective competition . In our opinion , 
perceived quality of service , at least in the residential market, 

has evolved into an image advertising issue. 

We believe that participation in the small user market 
requires a large customer base t o be successful. This makes it 

unattractive to the new or small market entrant. Currently, it 
appears that only ATT- C, HCI, and recently US Sprint , conduct major 
national advertising campaigns that target the small or residential 
customer . Although the four largest IXCs offer basic MTS, only MCI 
and ATT-C have developed and marketed a br~ad range of small user 
services in Florida . 

It may be that only national carriers are of sufficient size 

to pro~ide residential and other small user traffic profitably. If 
this is the case, Florida may see few other IXCs makirg real 
efforts to compete with ATT-C in the MTS and MTS-related services 
market . Therefore, the best competitive structure that may ever 
develop in the low volume market is an oligopoly , which would fall 
far s hort of an effectively competitive market. 
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Although we have seen the vast majority of IXCs decrease their 
HTS prices substantially , ATT-C ' s pricing behavior in th -2 l1TS 
marke t has been strictly controlled during the pazt trial. Since 
1984, each reduction in MTS rates by ATT-C has been followed 
shortly by corresponding reductions on the part of other IXCs . 

ATT-C ' s MTS price reductions were predictable since it is 
currently required to flow through acce::;s charge reductions to 
seven different services : MTS , Reach out, PRO WATS, ALL PRO WATS, 
Mega com, Megacom 800 and 800 Readyl inc . However, there were two or 
more " competitive " rate reductions 1.n all flow-through services 
except NTS . The single l1TS "competi ti vc" rate reduction becnme 
effective on January 18 , 1990, the same year that ATT-C pc tl.tioned 
for reclassification as a minor IXC. Flo'.:-through rcquiu~ments 

arc , and will continue to be, the major impetus for rate reductions 
for IXC MTS services . 

The implication is that if MTS prices are "decontrolled, " the 
inelastic demand characteristics of this rna r kc are such that if 
ATT-C were to raise prices , it would no l ose significant market 
share . I n other words in the r<tTS market, ATT-C has significant 
market power . If ATT-C were to raise 1 s pri c e s , other IXCs would 
very likely follow suit . Thi::; has occurred i n o her submarkets as 
discussed below. 

We conclude from the above that A1~-c h~~ retained its large 
embedded customer base in the MTS market bec ause its service is 
reliable. Also, the demand characteristics of the market are such 
that only a few large carriers attempt to cornpc~e, and they do not 
have the resources, despite their national sta ure, to attract the 
low volume customers on a large scale . The evidence indicates the 
market is s till dominated by a single firm, though ATT-C is not 
exercising market power when defined as monopol} po\-.•er. This 
dominance is most important in this market where the customer is 
unsophisticated in knowledge of his or her optl.ons. 

B. Business ServiceG 

With respect to the larger business serv1 ~es, such as WATS, 
800, and digital offerings, the record shows that the majority of 
IXC tariff til ings have been devoted to the development o f new 
offerings , as well as enhancements to exist1.ng offerings , and are 
targeted at medium and large volume business custoncrs. Service 
enhancements and expansions generally involve price reductions, 
such as s ub-minute billing and volume discounts . Minor IXCs often 
have a greater number and wider variety of tariff 0fferings to 
target a particular type of user relative to ATT-C . IXCs take 
pains to try to differentiate their service offerings from tho se of 
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ATT-C . Technological innovations such a s fiber and digital 

technology have enhanced the quality and range of data services. 

IXCs make efforts to learn about their competitors ' services . 

While it is evident hat Florida does have a fairly 

substantial number of fringe compet~tors , such as resellers, AOS 

providers, a nd rebillers , these are not truly effective competitors 
to ATT-C in all markets . Some IXCs serve small niche markets such 

as operator services . Some resell ATT-C services and this is 

important . Although their ability to survive depends on the 
existence of volume discounts in facilitius-based IXC rates, many 

of these small IXCs target the medium to large business customers . 
Thus, they do serve as competitive alternatives to ATT-C, currently 

e nabling medium volume customers to obtain large volume discou~ts . 

These small resellers do not currently target the residential 

market . They do , however, have sales forces which provide 
individual attention and service to medium and large businesses. 

We believe that resellers and niche market providers contribute to 

making the larger business market more competitive than the small 
user market . 

Based on the record , we find that ATT-C is dominant , but that 
it cannot exert significant market power in the large volume 
business market in Florida . The evidence would suggest that ATT-C 
is experiencing some competitive pressures . The record suggests 
that the current downward pricing trends for larger business market 
services will continue . 

c. Operator Services 

Sprint \-fitness Albery testified that ATT-C has held 

substantive advantages in the operator services market . 

Specifically he cited lack of access by other lXCs to validation 

data for calling cards , automatic routing of interLATA 0+ calls t o 
ATT- C, and acceptance by LECs of only ATT-C calling cards on 

interLATA calls. Hitness Albery also cited ATT-C ' s vast embedded 
base of joint LEC/ATT-C calling cards which gives them an advantage 
in presubscription for payphones. 

Steps are being taken on the federal level to mitiga te ATT-C ' s 

structural advantages in this market. Nonetheless, ATT-C still has 
the lion ' s share of calling c rds. Witness Albery believes that 
for effective competition to become a reality , validation data for 

calling cards must become widely available, and LECs must transfer 
interLATA 0- calls to IXCs other than ATT-C , which has already 

occurred in Southern Bell ' s territory. Also, he states that billed 
party preference must be implemented nationally. That is, LEC 
switches must be able to determine the preselected carrier from the 



ORDER NO . PSC-92-0572-FOF-Tl 
DOCKET NO . 870347- TI 
PAGE 24 

calling card or billed telepho ne numbet in order to bill 0~ calls 
to the card holder or billed party . 

The record shows t hat IXC operator charges are priced very 
c losely in Florida , and lhat prices have risen over time . I n 
addition, other IXCs followed suit '<lhen ATT-C implemented a ne\.J 
s urcharge of $ . 75 to be assessed when a n operator dials u call upon 
c ustomer request . Moreover , ATT-C' s i ncreased n nd new charges have 
been added despite the fact that current c hnrges were already 
adequately covering operator costs. Based on the r ecord , we 
conclude that ATT-C can and does sustain prices at supra
competitive levels . Other IXCs d o not genernlly uttempt to 
undercut ATT-C' s prices . Insteud hey follo~: ATT-C ' s price 
increases . Therefore, \..re find the operato r services ma r ket in 
Florida is not , at this time, effectively competitive . 

D. 800 Services 

Witness Albe ry testified that " lack of 800 nurnber portability" 
gives ATT- C a substantjal advantage in tha t mnrket . Lack of 800 
number portability means that customers cannot retai n their 800 
nurnbers if they change carriers. This is i mpor ant t o t hose 
customers whose 800 numbers have specif1c rarketing s1gni ficance 
(e.g . , 1-800-IIOLIDAY) . Generally, busine'""ses tend to advertise 
t heir 800 numuers . For that reason, nccording to Albery , 
advertising and printing expe nses as well us the cos t of re
educating customers and other users are a deterrent to c hangin1 
carriers . 

The FCC has ma ndated that LEC networks install the capabi lity 
of providing 800 number portability by early 1993 . This will 
require developmen t of national ~ata bases . Meantime, the FCC ha s 
prohibited bundling of 800 services with other services in 
ind ividual customer contrac ts. Because 800 number portabi lity i s 
to become a reality, we shall retain current filing requirements on 
800 Services until portability has been effected in Florida . 

VI . TERMS Of CONTINUED OVERSIGIIT Of ATT-C 

ATT-C has requested permanent forbearance no t only from rate 
of r e turn regulation , but also from "all Commission Rules , 
Regulations, Orders, or other regula tory requirements which do not 
uni formly apply to all intrastate interexchango carrier!> ." In 
effect, ATT-C r e ques ts reclassification as a minor IXC . Thus , 
approval of ATT-C ' s petition would relieve the Company no t only of 
tariff filing support requirements and earnings regula t ion , but 
also of all the responsibilities unique to ATT- C tha t involve 
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ubiquitous provi5ion of service , emergency preparedness, cusromer 
relations , a nd quality of service standards . 

We find some further relaxation of our rules and regu lations 
on the more competi t i ve ATT-C services to be appropriate . For l·lTS 
service , and f or operator services, directory assistance, and 800 
services , the extent of further relaxation requested by ATT-C is 
not appropriate at this t ime. 

A. Specific Rule Waivers 

Chapter 25- 24 , Florida Administrative Code, contains the rule~ 
which apply to minor and major IXCs. Each of these r ules at 'ssue 
here are discussed separately below. 

1 . Rule 25- 24 . 471(4) Cbl - Carrier ot ~st Resort 

\:e find that Rule 25-24.471(4) (b), the carr1er of last resort 
requirement , should apply to ATT-C as long as there are nonequal 
access end offices in Florida . There are not many ; how~ver, if 
l\TT-c did abandon service i n those excl.anges, some Florida citizens 
would be without 1+ toll service. 

2 . Rule 24 - 475(1) Cbl - Quality of ~rrvice 

Rule 25- 24 . 4 75 ( 1) (b) specifies requirements hat serve to 
ensure quality and continuity of service . We find i t appropriate 
to continue to require reports of major outages pursuant to Rule 
25-4 . 023 . In addition , requiremenLs concern1ng emergency 
procedures and equipment will be retained . Since only ATT-C 
provides service statewide , these two requirements will remain in 
place in the event of hurricanes and other disasters . Other 
requirements, such as plant , equipment, and service specificati ons 
that govern day-to- day operations will be waived . ATT-C has 
testified that i t will not lower its quality of service . IL it 
docs, the degradation will be perceived by its customers . Customer 
complaints will be monitored to ascertain whether any deterioration 
in the quality of service occurs. 

3 . Rule 25-24.480Cllfb) -Uniform System of Accoupts 

Rule 25-24.480 ( 1) (b) reql.i rcs the maintenance of accounts 
according to the Uniform System of Accounts (USOA), depreci1tion 
schedules, as well as the filing of annual reporLs and surveillance 
reports . The rules pertaining to depreciation schedules were 
waived for the current trial and wo find it appropriate that they 
continue to be \taivcd. He find it also approprlate to permit A1'T-C 
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t o file earnings surveillance reports on a ~emi-annual b~si~, as 
opposed to the quart erly basis set out in Rule 25-24.:.80(1) (b) . 

4 . Rule 25- 24 .4850) Cal - Prohib1_tiog lndiviQlliti 
Contracts w~th Telephon~ Companies 

Section (1) (a} of Rule 25-24 . 485 allows only minor IXCs to 
negotiate individua l contracts with other telephone companies . 
This is a powerful res traint on ATT-C . He. are concerned about 
r emoving i t given ATT-C' s overall dominance . The general 
availability of tariffs and information among carriers are 
effective deterrent s to pricing below costs . rrivately negoti~ted 
contracts , on the other hand, can be used as a t.ool fo .... "pin point " 
pricing . He believe ATT-C should continue to nake i• s services 
generally available for resale. This would preclude negotiating 
individual carrier contracts which could effectively shut out other 
IXCs, particularly resellers , from a market . 

5 . Rule ?.5-24 .4 85C'il Cd) Cel - Tnri(.l Filings Resuireneots 

Sections (4) (d) specifies t a riff filing support requirements 
and provides for price floors and caps. This information allows us 
to evaluate ATT-C ' s new service offerings, enhancements o existing 
ones, cost recovery levels, imp..1ct on cus orcrs, nnd projected 
demand . It also requires information on the rnarke conditions that 
prompted the filing , and thus allows us to stay aware of 
competitive interactions. Section (4) (e) requires cost support for 
private line and special access tariffs. 

\-le find it appropriate to waive all but one of the tariff 
support requirements of Sections (4) (d) and (e) on the following 
existing services : Optional Calling Plans; HATS and WATS-like 
product s ; 900 services ; Private Lines services ; Data services ; 
Virtual Ne twork services ; as well as combinations of thos~ 

services , except those tha t include 800 services . We will retain 
the rule requiring a description of the service in the tariff 
filing. In add.ltion, we find it appropr1ate to ""'aive the same 
tariff support requirements for new offerings targeted at r.ed1um 
and large volume customers as well . 

\-le find it appropriate to continue to require that ATT-C 
provide a description of any ne•..1 or enhanced offerings . In 
addition , the Company will also be required to provide the reason 
for the filing , and the particular market segment that the offering 
is designed to at tract . Tarif f filings for these services will be 
considered presumptively valid, like those of minor IXCs, and ... ill 
be handled administratively . In surnn'lry, for tariff filings 
involving these services, we will: 
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1 . Eliminate price caps and floor~; 
2 . Eliminate the requirement for supporting data; 
3 . Al l ow t ariffs to go into effect upon 30 days notic~ , and 

to remain in effect pending r esolution of any pro est ; 
4 . Retain the rule requiring a description of the service ; 

and 
5 . Add a requirement for an explanation of the purpose of 

the o ffering and the type of market segment being 
targeted . 

The tariff support requirements for 800 services and HTS 
service will be continued , but with the following modifications : 

1. Price floors will be elininated for MTS service (price 
caps for MTS service, and floor and caps for 800 services 
will be retained at the current ratez until LEC swi t ched 
access charge rate levels are changed .) , 

2 . All rate changes belo\v the caps for l·n'S service , and 
Hithin the caps and floors for 800 se rvices will be 
handled administratively . 

Rule 25 - 24 .485(4) (d) is, therefore , waived for these services 
to the extent just described . 

When 800 number portability is a real1ty , we will consider any 
request by ATT-C t o reduce the tariff support r equirements in 
Section (4) (d) , on all 800 services. Order JJo. 19758 requires that 
1\TT-C maintain statewide average rates for MTS service . We find it 
appropriate to continue this requirement . 

There will be no moditication to the tariff support 
requirements for Directory Assi~tance and Operator Services . 

6 . Rules 25- 24 . 490(21 and 25-24.495(1) 

Incorporating LEC r u les by reference, Rule 24 - 24 .490(2) spells 
out requir ements for customer deposits, bi 11 ing, and complaint 
handling procedures . We find it is appropriate to waive this Rule. 
We waive Rule 25-2 4 . 495(1} r elating to rate cases since ATT-C will 
not be subject to rate base regulation . 

B. Access Charge Flow-Through 

ATT-C is cu1rently required by Order No. 197 58 to flow through 
reductions in access charges . We find it appropriate to 
discontinue the requirement prospectively because we find that 
there is sufficient competition in the intrastate interexchange 
telecommun ications market to assure fair, just and reasonable rates 
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without this requirement . This docs not preclude consideration of 

such a requirement on a case-by-cas~ basis . 

c. Reporting Requirements 

In order for this Commiss~on 

development of competition in the 
information is required . 

to accurately monitor the 
various submarkets, certain 

Through the reports described below, we will assess the impact 

of our decision herein to further relax regulation of ATT-C. At 

some point in the future , if circumstances indicate, we may decide 

it is appropriate to modify our r egulation of ATT-C. 

1. Uniform System of Accounts 

As discussed previously, we find it appropriate to require 

ATT- C to continue to comply with Rule 25-4 . 017 , Uniform System and 

Classification of Accounts . The Uniform System of Accounts (USOA) 

is mandated by the Federal Communications Commission (FCC). our 

rule requires that the major IXC, which is ATT-C, follow the USOA . 

Since ATT-C will be required by the FCC to use the USOA, we find it 

appropriate to continue to require ATT-C to usc the Uniform System 

of Accounts. 

2. Rate of Return Reports and Annual Reports 

Rule 25-4.0245 requires that a Rate of Return Report be filed . 

The Rate of Return Report , which is generally referred to as the 

Earnings Surveillance Report ( ESR) , is the principal monitoring 

device of ATT-C ' s earnings or rate of return . 

Rule 25- 4 . 018 r e quires filing of an Annual Report . This report 

contains Florida specific informat:ion not obtainable in other 

reports . The Annual Report contains adjustments not contained in 

the ESR, because the ESR is filed before the Annual Report. The 

ESR contains the rate base and net operating income for the total 

company, inter state toll, total intrastate , tariffed, and 

nontariffed services by dollar amount . The report contains a cost 

of capital schedule which shows debt, equity and the overall cost 

of capital . The ESR also s hows the rate of return and return on 

equity on a Florida only Intrastate basis . The Annual Report 

contains the amount of rate changes by state, the balance sheet and 
income statements by primary account , statement of cash flows , 

plant i n service along with depreciation, and taxes all on a 
detailed basis . The expense accounts section show wages , benefits, 

rents, and other expenses expressed on a total cowpany and 

i ntrastate basis . Revenues a re also separated by total company and 
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intrastate; however, the balance sheet accoun s are only shown on 
a t ota l company basis which means that a n intrastate rate of return 
cannot be calculated . The Annual Report contains enough 
information for the Commission to accomplish these goals . The ESRs 
are necessary for keeping track of the status of the company ' s 
earnings on a continuing basis . We find it appropriate to require 
ATT- C to continue to file the ESR, but on a semi-annual basis , not 
quarterly as is currently required. This report will enable this 
Commission to assess the Company ' s level of earnings prospectively . 

3 . Regulatory Assessment Fe~_B£ports 

The Regulatory Assessment Fcc (RAF) report is the only report 
that is obtained from all IXCs. The reported information from all 
IY.Cs usually contains only four items : Gross Revenues, Intrastate 
Revenues, Gross Access Charges, and Intrastate Access Charges, 
vJhich are all reported on a Florida only basis . This report, 
however, currently requires the reporting of revenues by category 
of service , e . g ., HTS, Private Line, \·JATS , etc . Only ATT- C 
currently submits the data in the required format ; however , other 
!Xes simply provide a total revenue amount . All IXCs shall 
correctly provide the information required. With full and accurate 
reporting, the revenues can then be CY.~Mined o estimate market 
s hare. For purposes of continued oversight of ATr-c, no changes to 
the requirements for the Regulatory Assessment fee Report or the 
Annual Report shall be made. 

4 . LEC Minutes-of-Usc Repor_:.; 

The Commission currently requ1res the LECs to ptovide a semi
annual report on the originating switched minutes (MOUs) of use for 
ATT-C and in total . This tool gives some idea of ATT-C ' s market 
share and acts as a sanity check on the accuracy of using revenues 
as a measure of market share . Because a dynamic analysis is the 
only proper way , this report should be provided semiannually over 
this period of continued oversight. 

D. Duration of Oversight Plan 

We hereby declare ATT- C to be subject to continued oversight , 
subject to the following terms and conditions . Tho continuation of 
the limitations on ATT-C will he revisited not later than January 
1, 1996. The necessity of continuing those limitations will be 
determined by an ana lysis of the performance of the intrastate 
interexchange market using the data that is required in the 
Regulatory Assessment Fcc reports, he Earnings Surveillance 
Reports, ATT-C ' s Annual Report, the LEC Hinute-o!-Use Reports, IXC 
prcsubscription reports, and consumer complaints. 
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E. Summarv List of Rule \-Jaivcrs aruLQ.ther Provisions 

The following is a summary list of the Rule waiv~rs and other 
provisions approved for the pend~ncy of the continuation of the 
oversight of ATT-C : 

1. 

2 . 

2:> - 24 . 475(1) Cbl I 

e ;>S-4 . 069 

• 25-4. 070 
• 25-4 . 07 1 
• 25-4 . 072 
• 25- 4 . 073 
• 25- 4 . 077 

comPany Operations - Waived 
Maintenance of Plant ana 
Equipment 
Customer Trouble Reports 
Adeq,tacy of Service 
Transmission Requirements 
Answering Tine 
Metering and Record1ng Equipment 

~2....:5_-..s.2:.;;J4..:·..;;~4u.Bu0wC...,.1...,)"-'C~..:b"")L.L-1 ..... BwcL"cord s and R~or t s - \·l a i ved 
• 25- 4 . 0174 Uniform System and Classification 

• 25-4 . 0175 
• 25-4. 0176 

of Accounts - Deprecia ion 
Depreci01tion 
Recovery Schedules 
Economical and 
Telecommunic01tions 

to Prooote an 
Efficient 

llet\·Jork 

3 . 25-24 . 485(4) Cdl & C4l Cel I TSlriff Filing 
Requirements - Waived 
• Section ( 4) (d) 
• Section (4) (e) 

Tariffs (Waive for Optional 
Calling Plans, WATS and WATS- like 
products, 900 Services, Pr ivate 
Lines services , Data Services, 
V1rtual Network Services a nd 
combinations of those services 
texcept those that include BOO 
services) 

4 . 25-2 4.485 ~ Tariff Fili ng Requirements -
Partially \.Jaived 
• Section (4 } (d) Tariffs f>1TS : retain caps , 

floors eliminated ; 800 & MTS : 
~dninistrative approval for al l 
rate changes wi th in bands (800) 
or below cap (MTS) 
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5 . 25 - 24.490(2). 
• 25-4.109 
• 25-4. 110 
• 25- 4 . 111(2) 

6 . 25 - 24 .495(1) . 
• 25-4.140 
• 25-4 .14 1 

• 25-4.14 2 

• 25-14 

Customer Relations - Waived 
Customer Deposits 
Customer Dilling 
Customer Complaints & 
Reports 

Service 

Revenue Requireme nts - Waived 
Applicability, Test Year Approval 
Contents of a Rate Case 
Application and Nunber of Copies 
Burden of Proof and Audit 
Provisions 
Corporate Income Tax 

7 . Rule ~5-24.471- Carri£L_p~J~~ Resort - Continued 

b . Rule 25-24.4 75(1) Cb~>------=C9~P ~~v---~O~p=erations 
Cont.inued 
• 25- 4 . 023 
• 25 -4. 078 

9. ?5- 24 .48 5 
• (1)(a) 

• (4)(d) 

Report of Interruptions 
Emergency Operations 

- filing Requirements - Continued 
No Contracts With Other 

Telephone Companies 
Description of Offering and 
Reason for Service 

10 . Requirements from Previou5 Or ders 
• Flow-through of access charges on !-ITS 

Elimi nated 
• Statewide Average Rates - Continued 

He :..hall also require that the t argeted market segment be 
identified with tariff filings. 

Based on the foregoing, it is 

ORDERED by the Florida Public Service Commission that AT&T 
Communications of the Southern States , Inc . •s Petition for Further 
Relaxation is hereby denied as set forth in the body of this Order . 
It is further 

ORDERED that AT&T Comnunications of the Southern States, Inc . , 
shall be subject to the terms of continued over~ight set forth in 
Section VI of this Order as described herein. It is further 
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ORDERED that the terms of continued oversight of AT&T 

Communications oi the Southern States , Inc., shall be revisited no 

later than January 1 , 1996 . It is further 

ORDERED that this docket ~hall be closed . 

By ORDER of the Florida Public Service Commission, this ~ 

day of ~' ~. 

STEVE TRIBBLE , Director 
Division o! Records and Reporting 

(S E AL) 

SFS 
by· 

Commissioner J . Terry Deason di~sents only fro~ that portion 
of tho d ecision to not require ATT-C to flo\·,•-through access charge 

reduc tions to end-users. 
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NOTICE Of FURTHER PROCEEDir:Gf? OR JUDICIAL REVIEW 

The Florida Public Service CornmLssion is requited by Section 
120.59(4), Florida Statutes, to nolify parties of any 
administrative hearing or judicial review of Commission orders that 
is available under Sections 1&0 . 57 or 120 . 68, Florida Statutes , as 
well as the procedures and time limits that apply . This notice 
should not be construed to mean all reque~ts for a n administrative 
hearing or judicial r eview will be granted or result in the relief 
sought . 

Any party adversely affected by the Commission's final action 
in this matter may request: 1) reconsideration of the decision by 
filing a motion for reconsideration ~1ith the Director, Division of 
Records and Reporting within fifteen (15) day~ of the i~suance of 
this order in the form prescribed by Rule 25- 22 . 060 , !'lorida 
Administrative Code ; or 2) judicidl review by the Florida Supreme 
Court in the case of an electric, gas or telephon~ utility o r the 
First District Court of Appeal in the case of a water or sewer 
utility by filing a notice of appeal with th~ Director, Division of 
Records a nd Reporting and filing a copy of the notice of appeal and 
the filing fee with the appropriate court . This filing must be 
completed within thirty (30) days after the issuance of this order , 
pursuant to Rule 9 .110 , florida Rules of Appellate Procedure . The 
notice of appeal rnust be in the form specified in Rule 9 . 900 (a), 
Florida Rules of Appellate Procedure . 
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